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BANK  FEES  ASSOCIATED  WITH  MAINTAINING 

DEPOSITORY,  CHECKING,  AND  CREDIT 

CARD  ACCOUNTS 


WEDNESDAY,  JUNE  22,  1994 

House  of  Representatives, 
Subcommittee  on  Consumer  Credit  and  Insurance, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10  a.m.,  in  room 
2128,  Rayburn  House  Office  Building,  Hon.  Joseph  P.  Kennedy 
[chairman  of  the  subcommittee]  presiding. 

Present:  Chairman  Kennedy,  Representatives  LaRocco,  Roybal- 
Allard,  Velazquez,  Fields,  Hinchey,  Waters,  McCandless,  Castle, 
and  Knollenberg. 

Chairman  Kennedy.  The  subcommittee  will  please  come  to 
order. 

This  morning  the  subcommittee  examines  the  recent  trends  in 
fees  charged  to  depositors  by  banks,  thrifts,  and  credit  unions. 
These  fees  are  growing  at  an  explosive  rate.  Today  lenders  are 
charging  higher  fees  for  more  services,  even  though  tney  are  enjoy- 
ing record  profits  and  lower  costs  through  technological  innovation. 

Last  year,  banks  earned  $15.2  billion  on  fees  alone.  That  is  an 
increase  of  almost  50  percent  from  4  years  earlier  and  an  increase 
of  100  percent  since  1985. 

More  and  more  banks  are  depending  on  these  fees  to  boost  their 
bottom  line.  Ten  years  ago,  fees  comprised  about  25  percent  of  a 
bank's  total  income.  Last  year  fees  made  up  a  third  of  that  income. 

The  days  of  full-service  banking  are  over.  Lenders  now  charge 
consumers  a  fee  for  everything  but  the  air  they  breathe.  Five  years 
ago,  one  industry  monitor  reported  that  banks  charged  fees  for  96 
different  services.  Today  they  assess  a  fee  for  225  kinds  of 
activities. 

There  are  fees  for  opening  an  account  and  closing  an  account, 
and  for  moving  cash  from  one  account  to  another.  They  have  inac- 
tive account  fees,  a  missing  signatures  fee,  a  balance  inquiry  fee. 
Banks  charge  consumers  for  using  their  ATM  cards  too  much  and 
for  using  them  too  little. 

We  will  learn  from  our  special  witness  today,  Ryan  Cobb,  that 
lenders  even  charge  the  consumer  who  innocently  deposits  some- 
body else's  bad  check  a  fee,  as  well.  The  banks  call  these  DIRs.  I 
was  delighted  to  have  an  opportunity  to  meet  yesterday  with  Ryan 
and  I  think  her  story  illustrates  the  kind  of  devastation  these  fees 
can  have  on  the  most  vulnerable  of  depositors  in  our  country. 

(1) 


Not  only  has  the  variety  of  bank  fees  skyrocketed,  but  so  have 
the  charges  for  them,  even  though  technological  advances  have 
sent  costs  down,  not  up.  A  bounced  check  used  to  cost  consumers 
seven  or  eight  bucks.  Today  the  average  is  about  $16  and  in  many 
cases  it  is  $20  or  $25,  or  even  more. 

Yet,  the  cost  of  processing  a  rubber  check  is  a  fraction  of  the  fee, 
about  $2.  So  many  banks  are  earning  profits  of  1,000  percent  or 
more  on  bounced  checks. 

Bank  profit  margins  on  ATM  transactions  are  not  as  high.  Ac- 
cording to  the  Consumer  Federation,  they  are  only  clearing  a  78 
percent  profit.  That  is  right:  78  cents  out  of  every  dollar  they 
charge  a  consumer  for  using  an  ATM  machine  is  pure  profit. 

That  may  come  as  a  surprise  to  many  consumers  who  may  not 
know  that  they  are  being  charged  for  ATM  transactions  to  begin 
with.  In  reality,  though,  they  are  being  charged  $1  or  more  every 
time  they  use  an  ATM  machine  that  is  not  connected  with  their 
bank. 

As  for  the  DIRs,  they  are  nothing  more  than  a  form  of  high-tech 
price  gouging.  U.S.  PIRG  has  found  that  consumers  are  being 
charged  an  average  of  $5  for  the  misfortune  of  being  stiffed  with 
a  bad  check.  In  some  cases,  they  may  be  charged  up  to  20  bucks. 

That  is  like  being  convicted  of  somebody  else's  crime.  It  is  simply 
unconscionable  that  banks  would  do  this  to  their  own  customers. 

In  the  1980's,  banks  and  thrifts  lost  billions  because  of  bad  loans 
made  by  people  with  names  like  Trump  and  Keating.  Now,  in  the 
1990's  they  are  trying  to  recoup  those  losses  by  nickel  and  diming 
the  American  consumer.  Bottom  line  is  they  are  padding  their  prof- 
its by  soaking  the  depositor. 

If  banks  want  to  make  money,  they  should  do  it  the  old-fashioned 
way,  by  making  loans  to  consumers,  not  by  picking  their  pockets. 
Fee  gouging  only  makes  it  more  difficult  for  consumers  to  get  the 
banking  services  they  need  to  prosper.  By  driving  consumers  out  of 
banks  and  into  check-cashing  outlets  and  mortgage  banks  lenders 
may,  in  the  long  run,  be  hurting  themselves  as  well  as  consumers. 

What  can  we  do  to  help  the  consumers?  First,  and  foremost, 
warn  them  about  how  they  can  help  themselves.  Consumers  should 
know  that  they  may  be  getting  ripped  off  by  their  lenders  and  they 
should  shop  around  for  the  lender  who  charges  the  most  reasonable 
rates. 

Second,  I  believe  we  can  and  should  improve  the  disclosure  of 
these  fees.  For  instance,  consumers  often  withdraw  funds  from 
ATM  machines  without  in  any  way  knowing  the  cost  of  those  with- 
drawals. By  notifying  them  of  the  cost  of  the  transaction  at  the 
time  it  is  made,  consumers  will  be  able  to  make  an  informed  choice 
about  whether  the  cost  is  worth  the  service. 

Third,  I  continue  to  believe  that  lenders  should  be  required  to 
provide  low-cost  checking  and  deposit  accounts  to  consumers.  Many 
lenders  have  established  these  lifeline  accounts  voluntarily.  How- 
ever, we  have  seen  from  the  explosive  rise  in  fees  that  voluntary 
action  is  not  enough. 

Lifeline  accounts  should  simply  be  a  part  of  every  lender's  busi- 
ness. It  is  the  very  least  they  can  do  for  the  consumer  given  the 
tremendous  benefits  that  they  enjoy  courtesy  of  those  same  con- 


sumers,  like  deposit  insurance,  discounted  Federal  funds,  and  even 
taxpayer  bailouts. 

I  am  pleased  to  have  such  a  distinguished  panel  of  witnesses 
with  us  this  morning  to  shed  light  on  some  of  these  bank  fee  is- 
sues. I  also  look  forward  to  hearing  from  all  of  our  witnesses,  and 
I  would  now  like  to  turn  to  Al  McCandless  for  an  opening 
statement, 

Al. 

Mr.  McCandless.  Thank  you,  Mr.  Chairman. 

Unlike  the  arcane  issues  of  derivatives,  community  development 
banking,  or  interstate  banking,  the  issue  of  bank  fees  is  one  almost 
every  consumer  can  relate  to.  Consumers  are  keenly  interested  in 
what  it  costs  them  if  they  bounce  a  check  or  if  they  drop  below  the 
minimum  monthly  balance  in  their  checking  account. 

The  issue  of  bank  fees  hits  closer  to  home  than  most  others.  I 
have  several  general  questions  concerning  bank  fees  I  hope  our  wit- 
nesses will  address  in  their  testimony  today.  For  example,  do  they 
think  that  banks  adequately  disclose  the  fees  that  they  charge?  Do 
they  think  the  fees  that  banks  charge  bear  any  relationship  to  the 
cost  the  banks  incur?  Finally,  what  choices  do  they  think  consum- 
ers have  if  they  feel  that  they  are  being  charged  too  much  by  the 
banks? 

These  are  a  few  questions  I  would  like  answered  in  our  testi- 
mony today. 

We  have  a  full  slate  of  witnesses  this  morning  who  are  anxious 
to  testify.  I  want  to  welcome  them  and  thank  them  in  advance  for 
their  testimony. 

Thank  you,  Mr.  Chairman. 

Chairman  Kennedy.  Thank  you  very  much,  Al. 

Our  first  witness,  Cardiss  Collins,  has  been  delayed,  and  we  look 
forward  to  accommodating  her  when  she  can  arrive  a  little  later  in 
the  morning. 

The  first  witness  that  we  are  welcoming  this  morning  is  the  Hon- 
orable Susan  M.  Phillips,  who  is  a  member  of  the  Board  of  Gov- 
ernors of  the  Federal  Reserve  System.  Prior  to  joining  the  Board, 
Dr.  Phillips  served  as  vice  president  for  Finance  and  University 
Services  and  professor  of  finance  at  the  University  of  Iowa  from 
1987  to  1991.  She  also  served  as  the  chairperson  of  the  Commodity 
Futures  Trading  Commission. 

Dr.  Phillips,  we  are  looking  forward  to  your  testimony.  Please, 
proceed  for  5  minutes.  Thank  you  very  much. 

STATEMENT  OF  HON.  SUSAN  PHILLIPS,  GOVERNOR,  FEDERAL 

RESERVE  BOARD 

Ms.  Phillips.  Thank  you  verv  much. 

Mr.  Chairman,  members  of  tne  subcommittee,  I  am  pleased  to  be 
here  today  to  discuss  the  trends  in  retail  fees  and  the  availability 
of  retail  services  at  depository  institutions.  The  information  I  will 
describe  was  obtained  from  annual  surveys  sponsored  by  the  Fed- 
eral Reserve  System. 

As  discussed  in  more  detail  in  my  written  testimony,  these  sur- 
veys and  the  annual  reports  that  present  their  results  were  man- 
dated by  the  Financial  Institutions  Reform,  Recovery  and  Enforce- 
ment Act  of  1989  [FIRREA].  Copies  of  these  reports  to  Congress, 


which  contain  substantially  more  information  than  I  will  have  time 
to  present  today,  have  been  made  available  to  the  subcommittee. 

To  summarize  the  most  recent  of  these  reports,  the  availability 
of  the  majority  of  retail  services  examined  did  not  change  appre- 
ciably between  1992  and  1993.  The  few  instances  of  improved 
availabilitv  outnumbered  those  of  reduced  availability.  A  general 
trend  in  the  direction  of  increased  fees  was  also  observed,  with  24 
out  of  44  estimated  fee  changes  representing  fee  increases  greater 
than  the  rate  of  inflation.  The  remainder  represented  either  in- 
creases less  than  the  rate  of  inflation  or,  in  a  few  cases,  fee 
decreases. 

These  observed  changes  in  fees  are  similar  to  those  found  and  re- 
ported in  earlier  years.  The  survey  data  were  obtained  through 
telephone  interviews  conducted  by  a  private  survey  organization 
under  contract  with  the  Board.  The  number  of  institutions  sur- 
veyed each  year  has  been  approximately  150  banks  and  180  sav- 
ings associations,  with  some  minor  changes  from  one  year  to  the 
next. 

These  institutions  are  chosen  randomly  each  year,  from  each  of 
seven  different  geographical  regions  of  the  country  and  from  five 
different  size  groupings.  The  results  reported  in  tables  1  through 
4  are  weighted  averages.  The  weights  are  determined  by  regions  of 
the  country  and  the  size  classification  from  which  each  institution 
is  drawn.  This  procedure  is  similar  to  that  used  in  public  opinion 
polling.  The  result,  we  believe,  is  a  reasonable  estimate  of  what  is 
true  of  the  entire  population  of  banks  and  savings  associations. 

In  assessing  observed  changes  from  one  year  to  the  next,  it  is  im- 
portant to  note  that  institutions  surveyed  were  not  generally  the 
same  in  each  year.  Thus,  changes  observed  from  one  year  to  the 
next  may  reflect  differences  in  the  sample  drawn  as  well  as  the 
true  trend  over  time. 

This  problem  tends  to  be  more  severe  in  the  case  of  data  items 
for  which  few  financial  institutions  are  observed.  In  general,  how- 
ever, we  think  the  problem  is  not  significant  for  most  items  of 
interest. 

Table  1  in  my  written  testimony  focuses  solely  on  the  issue  of 
service  availability.  Service  availability  can  be  measured  in  a  num- 
ber of  different  ways.  In  this  table,  it  is  measured  as  the  percent- 
age of  banks  or  savings  associations  that  offer  a  particular  service. 
Estimated  percentages  are  presented  for  each  year  from  1989  to 
1993,  and  results  are  reported  separately  for  banks  and  savings 
associations. 

The  table  also  indicates  the  change  that  occurred  between  1989 
and  1993.  The  services  included  in  the  table  are  some  of  the  most 
important  retail  services  offered  by  depository  institutions. 

These  include  noninterest  checking  accounts,  NOW  accounts, 
savings  accounts,  money  orders  or  cashiers  checks,  and  ATM  serv- 
ices. Because  of  the  importance  of  assessing  the  availability  of  basic 
banking  services,  we  have  also  included  information  on  the 
percentages  of  institutions  that  offer  those  types  of  noninterest 
checking  accounts,  NOW  accounts,  and  savings  accounts  that  carry 
no  fee. 

In  assessing  the  trends  in  service  availability  presented  in  table 
1,  it  is  clear  that  results  differ  from  one  type  of  service  to  another. 


As  a  generalization,  we  do  not  find  strong  evidence  of  an  overall 
reduction  in  availability  of  services  during  this  period. 

Indeed,  the  availability  of  some  services  increases  sharply.  As 
table  1  also  shows,  the  availability  of  no-fee  accounts  at  banks  and 
savings  associations  is  limited  for  all  of  the  years  examined.  For  ex- 
ample, only  about  8  percent  of  the  banks  and  12  percent  of  the  sav- 
ings associations  offered  no  fee,  noninterest  checking  in  1993,  and 
only  11  percent  of  banks  and  1.5  percent  of  savings  associations  of- 
fered no-fee  savings  accounts. 

Although  still  at  a  relatively  low  level  of  availability,  no-fee 
noninterest  checking  became  somewhat  more  available  at  both 
types  of  institutions  over  the  period.  However,  no-fee  NOW  and 
savings  accounts  became  less  available  at  both  banks  and  savings 
associations  with  the  availability  of  no-fee  savings  accounts  drop- 
ping particularly  sharply  at  savings  associations. 

Finally,  the  availability  of  ATM  services  at  banks  has  continued 
to  increase  in  recent  years  while  estimates  of  the  availability  at 
savings  associations  over  the  period  exhibit  a  volatile  pattern.  Ta- 
bles 2,  3,  and  4  in  my  written  testimony  focus  directly  on  the  level 
of  fees  charged  by  depository  institutions  for  various  services,  and 
how  the  fees  have  changed  over  time. 

We  have  divided  the  presentation  of  this  information  into  three 
different  categories.  Table  2  presents  information  on  the  average 
levels  of  fees  required  to  maintain  and  use  various  types  of 
checkable  accounts. 

Table  3  shows  fees  associated  with  various  types  of  special  ac- 
tions such  as  the  return  of  checks  for  insufficient  funds,  deposit 
items  returned,  and  stop  payment  orders. 

Table  4  displays  various  types  of  fees  associated  with  the  use  of 
ATM  services.  Percentage  changes  in  fees  and  balance  require- 
ments where  meaningful  data  are  available  are  presented  for  the 
period  between  1989  and  1993,  along  with  the  corresponding 
change  in  the  Consumer  Price  Index  during  the  period. 

Analysis  of  fees  charged  for  maintenance  and  use  of  checkable 
accounts  over  time  is  complicated  by  the  fact  that  the  terms  of  ac- 
counts can  differ  considerably.  For  example,  different  nonchecking 
services  may  be  provided  with  the  account.  The  balances  that  de- 
positors must  maintain  to  avoid  fees  may  vary.  The  mix  of  fees 
charged  the  account  holder  can  differ  widely.  Depository  institu- 
tions can  and  frequently  do  offer  more  than  one  type  of  account. 
So  that  fee  information  can  be  compared  systematically  over  time, 
the  focus  in  table  2  is  restricted  to  four  types  of  accounts. 

The  first  is  a  noninterest  checking  account  that  imposes  no  fee 
if  a  minimum  balance  is  maintained.  Otherwise,  the  account  incurs 
a  single  monthly  fee. 

The  second  type  is  a  noninterest  checking  account  that  adds  a 
charge  per  check  as  well  as  a  monthly  fee  when  a  minimum  bal- 
ance is  not  maintained. 

The  third  is  a  fee-only  noninterest  account,  which  charges  a 
monthly  fee  regardless  of  the  account  balance  and  may  also  add  a 
per  check  charge. 

The  final  account  is  a  NOW  account  for  which  the  institution 
charges  no  fee  if  a  minimum  balance  is  maintained  and  levies  a 


monthly  fee  with  no  check  charges  if  the  minimum  is  not 
maintained. 

For  each  of  these  accounts,  information  is  presented  on  average 
fees  and  on  the  minimum  balances  required  to  avoid  the  fees  and 
open  the  account.  Without  going  into  too  much  detail,  I  will  simply 
note  that  the  fees  charged  for  the  maintenance  and  use  of 
checkable  accounts  have  gone  up  substantially  in  some  cases. 

For  example,  for  banks  offering  noninterest  accounts  levying  a 
monthly  fee  and  a  per-check  charge  when  a  minimum  balance  is 
not  maintained,  the  monthly  fee  increased  more  than  inflation,  but 
the  check  charge  remained  about  constant.  Similar  observations 
can  be  made  for  fee-only  accounts  at  banks. 

There  is,  however,  a  lack  of  uniformity  in  these  results,  since  in 
a  number  of  cases  fees  do  not  seem  to  have  risen  by  much.  Also, 
we  do  not  find  evidence  that  minimum  balances  have  increased 
sharply  over  the  period.  Indeed,  they  appear  to  have  fallen  in  a 
number  of  cases,  although  results  are  not  uniform  and  estimates 
exhibit  substantial  volatility  from  year  to  year. 

The  picture  appears  to  be  quite  different  in  the  case  of  fees  asso- 
ciated with  specialized  services  or  actions.  As  indicated  in  table  3, 
the  recorded  increases  appear  to  be  a  good  deal  more  uniform  for 
these  types  of  fees.  Between  1989  and  1993,  the  charge  for  money 
orders  increased  at  banks  by  about  the  same  percent  as  the  in- 
crease in  the  CPI  and  by  substantially  more  at  savings  associa- 
tions. Savings  associations,  on  average,  charged  less  than  banks  in 
1989  but  tended  to  catch  up  during  the  period.  At  both  banks  and 
savings  associations,  the  fees  charged  for  stop-payment  orders, 
checks  returned  for  insufficient  funds  and  overdrafts,  all  rose  sub- 
stantially more  than  the  increase  in  the  CPI.  Further,  while  not  all 
banks  and  savings  associations  were  charging  these  fees  at  the  be- 
ginning of  the  period,  virtually  all  institutions  imposed  these 
charges  by  the  end  of  the  period. 

While  average  fees  for  deposit  items  returned  did  not  rise  faster 
than  inflation  for  the  whole  period  between  1989  and  1993,  there 
appears  to  have  been  a  substantial  jump  between  1992  and  1993 
at  banks.  Also,  the  proportion  of  institutions  charging  for  return 
deposit  items  appears  to  have  increased,  particularly  at  banks. 

Taken  together  and  with  the  exception  of  money  orders,  I  would 
conclude  that  these  kinds  of  penalty  fees  have  risen  sharply  over 
the  last  few  years,  and  in  most  cases  the  rise  has  been  greater  than 
that  accounted  for  by  inflation. 

By  contrast,  the  increases  in  money  order  fees  appear  to  have 
kept  pace  with  inflation  at  banks  and  increased  at  a  faster  rate  at 
savings  associations. 

The  final  table  presents  survey  results  for  ATM  fees.  Fees  may 
differ  depending  on  whether  the  customer  uses  the  institution's 
own  ATM,  called  an  "on  us"  transaction,  or  another  institution's 
ATM,  called  an  "on  others"  transaction.  Thus,  fee  information  is  re- 
ported separately  according  to  this  distinction. 

Results  indicate  that  a  small  minority  of  banks  and  savings  asso- 
ciations charge  their  customers  an  annual  fee  for  the  use  of  ATMs, 
In  recent  years  this  fee  has  been  in  the  neighborhood  of  $10  to  $12, 
and  in  general  appears  to  have  decreased  during  the  period. 


The  most  important  changes  have  occurred  in  the  area  of  ATM 
transaction  fees.  The  most  striking  change  over  the  last  few  years 
has  been  the  substantial  increase  in  the  proportion  of  institutions 
charging  for  "on  others"  transactions.  The  proportion  of  banks 
charging  for  withdrawals  on  others,  for  example,  increased  from  50 
percent  in  1988  to  about  76  percent  in  1993,  while  it  increased 
from  one-third  to  two-thirds  for  savings  associations  during  the 
period. 

Other  types  of  "on  others"  transactions  exhibit  similar  increases. 
In  contrast,  it  is  relatively  uncommon  for  institutions  to  charge  for 
"on  us"  transactions,  and  if  anything,  the  percentage  of  institutions 
charging  for  such  transactions  seems  to  have  declined  over  the 
period. 

This  distinction  between  the  fees  charged  for  "on  others"  and  "on 
us"  transactions  may  be  partly  explained  by  the  fact  that  "on  oth- 
ers" transactions  typically  require  a  payment  to  the  ATM  network 
by  the  customer's  institution,  which  can  range  from  3  to  20  cents, 
and  a  payment  to  the  owner  of  the  ATM,  which  can  vary  between 
20  cents  and  $1.20. 

Except  in  the  case  of  withdrawals  on  others  at  savings  associa- 
tions, average  transaction  fees  do  not  seem  to  have  risen  as  much 
as  the  CPI.  Savings  associations  appear  to  have  been  catching  up 
to  banks  for  fees  charged  to  withdrawals  on  others. 

In  summary,  the  trend  in  fees  seems  to  depend  on  the  type  of 
fee  at  issue.  Fees  associated  with  special  actions  clearly  exhibit  the 
most  consistently  large  increases,  while  the  picture  for  other  types 
of  fees  is  decidedly  more  mixed. 

Thank  you,  Mr.  Chairman.  I  would  be  happy  to  try  to  respond 
to  your  questions. 

[The  prepared  statement  of  Ms.  Phillips  can  be  found  in  the 
appendix.] 

Chairman  KENNEDY.  Thank  you  very  much. 

In  reading  through  your  testimony  I  see  that  you  say  on  page  9, 
"These  kinds  of  penalty  fees  have  risen  sharply  over  the  course  of 
the  last  few  years.  In  most  cases,  the  rise  has  been  greater  than 
that  accounted  for  by  overall  inflation." 

I  wonder  if— you  seemed  to  indicate  some  of  these  might  be  due 
to  premium  increases  or  other  kinds  of  issues.  But  what  other  rea- 
sons would  you  give  for  those  fees  that  are  rising  at  a  rate  higher 
than  inflation? 

Ms.  Phillips.  Well,  of  course,  as  you  mentioned,  there  have  been 
increases  in  premium  fees. 

Chairman  Kennedy.  In  addition  to  that  is  what  I  am  really 
getting  to. 

Ms.  Phillips.  The  thing  that  I  would  point  to,  I  think  as  you 
mentioned  in  your  opening  statement,  is  that  there  has  been  a 
tendency  the  last  few  years  to  unbundle  various  services  and  to 
charge  fees  separately  for  different  kinds  of  services.  So  I  think  in 
some  instances,  at  the  beginning  of  the  period  that  we  identified, 
some  of  these  fees  were  just  getting  started. 

So  in  some  cases  it  is  a  question  of  catchup.  In  some  cases  it  is 
a  question  of  banks  trying  to  improve  their  cost  accounting  systems 
in  order  to  adequately  associate  costs  with  the  fee  charges. 

So  I  think  there  are  probably  a  variety  of  reasons. 
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Chairman  Kennedy.  But  when  you  say  it  is  them  trying  to 
achieve  cost  accounting  systems  in  order  to  keep  pace  with  the 
services  that  they  are  providing,  I  think  that  is  what  you  just  said. 
That  to  a  guy  hke  me  sounds  hke  a  guy  trying  to  make  a  buck. 

I  guess  the  long  and  short  of  this  is  that  there  is  an  impression 
that  banks  today  are  awash  in  cash,  but  that  they  are  not  making 
a  lot  of  loans.  If  you  talk  to  bankers,  they  say  there  is  not  a  lot 
of  loan  demand  out  there,  that  they  have  two  ways  of  making 
money.  They  are  making  money  by  teJcing  this  interest  rate  spread 
where  they  are  paying  depositors  a  very  small  amount  of  money, 
2  or  3  percent  for  depositing  money  in  their  accounts,  and  on  the 
other  hand,  when  you  go  to  borrow  funds,  they  are  getting,  you 
know,  up  to  a  five-point  spread,  as  we  heard  just  last  week  and, 
basically,  they  don't  have  to  do  any  work  in  order  to  achieve  the 
interest  rate  spread  on  the  difference  between  buying  T-bills  and 
paying  depositors. 

Now,  they  have  that  as  a  profit  center.  They  also  have  a  profit 
center  that  seems  to  be  in  these  fees.  We  see  that  ATM  charges, 
as  a  recent  study  showed  and  as  I  think  last  week  a  representative 
from  the  Fed  testified  in  the  very  seat  you  are  in,  were  excessive, 
that  they  are  up  to  78  cents  for  every  $1  charged.  It  goes  directly 
to  profit. 

I  understand  that  banks  are  going  to  incur  some  costs,  maybe  a 
couple  of  dollars,  would  you  think,  on  bounced  checks,  but  what 
about  banks  charging  $20  and  $25?  It  might  not  affect  you  and  me, 
but  certainly  people  living  a  little  bit  on  the  margin  are  going  to 
be  devastated  by  a  $25  bounced  check  that  somebody  else  might 
have  written  to  their  account. 

So  what  I  am  trying  to  suggest  is,  you  have  broken  all  of  these 
down  into  several  different  categories  and  made  all  sorts  of  excuses 
about  how  the  banks  are  somehow  either  keeping  up  with  inflation 
or  keeping  up  with  fund  increases  and  the  like. 

I  am  just  saying  to  you.  Governor  Phillips,  don't  you  really  think 
these  banks  are  in  fact  seeing  a  very  large  increase  in  their  fee 
transactions  and  are  making  money  and  view  this  as  a  profit 
center? 

Ms.  Phillips.  We  have  tried  to  point  out  that  the  fee  increases 
for  some  of  these  kinds  of  penalty  fees  have  increased  in  fact  faster 
than  the  rate  of  inflation.  That  is  what  the  studies  show. 

Chairman  Kennedy.  Yes,  ma'am.  I  appreciate  that.  And  I  think 
that  is  a  very  important  statement  for  the  Fed  to  make  today.  And 
I  very  much  appreciate  the  fact  that  you  have  indicated  that. 

I  am  not  interested  and  never  have  been  interested  in  seeing  a 
lot  of  additional  paperwork  that  banks  seem  to  bring  upon  them- 
selves by  getting  a  little  too  greedy  in  certain  areas.  That  is  how 
we  ended  up  with  truth  in  saving  legislation,  truth  in  lending  legis- 
lation. 

Maybe  we  need  to  provide  the  American  people  with  greater  dis- 
closure so  that  when  individuals  are  making  certain  kinds  of  trans- 
actions and  doing  those  transactions  time  and  time  again,  they  can 
begin  to  shop  around  to  make  certain  that  the  banks  that  charge 
the  least  amount  for  those  particular  services  are  the  ones  that 
they  end  up  going  to. 


There  was  a  time  when  banks  in  this  country  actually  were  re- 
ducing costs  and  fees  in  order  to  attract  deposits.  My  sense  is, 
banks  have  the  money,  they  don't  really  need  the  deposits,  and  so 
therefore  they  are  going  about  raising  fees  as  a  result  of  that  lack 
of  competition  for  the  deposits  that  exist. 

I  think  we  have  got  to  work  together  not  to  be  onerous  in  terms 
of  a  response,  but  to  make  certain  that  the  marketplace  begins  to 
work  and  the  people  have  the  right  to  understand  the  fee  structure 
and  begin  to  shop  around  to  get  the  best  possible  fees  in  order  to 
begin  to  knock  these  fees  in  the  right  direction. 

Ms.  Phillips.  I  might  just  mention  that  a  number  of  the  fees 
that  we  are  talking  about  today,  insufficient  funds  checks  and  so 
on,  are  required  to  be  disclosed  under  Truth  in  Savings,  and  I 
would  be  glad  to  provide  a  description  of  those  kinds  of  require- 
ments if  that  would  be  helpful  to  the  subcommittee. 

Chairman  Kennedy.  When  you  first  open  up  an  account,  that  is 
fine,  but  the  fact  of  the  matter  is  that  those  disclosures  are  not 
something  that  people  are  paying  a  lot  of  attention  to,  because  it 
has  never  been  a  major  issue.  In  the  past  you  got  charged  a  couple 
bucks  for  a  bounced  check,  that  was  something  you  were  going  to 
expect.  If  that  gets  raised  to  the  point  where  that  is  eating  up  a 
large  share  of  your  deposits  in  the  institution,  it  becomes  a  very 
different  set  of  circumstances. 

I  also  think  that,  for  a  number  of  people  that  use  ATM  machines, 
they  have  no  idea  they  are  being  charged.  You  say  they  get  charged 
a  buck  every  time  they  use  an  ATM  machine,  and  that  doesn't 
sound  like  a  large  amount  of  money.  But  when  you  use  the  ma- 
chine 40,  50  times  a  year,  that  becomes  a  large  amount  of  money 
for  somebody  to  use  a  machine  rather  than  a  teller. 

Those  are  the  kinds  of  things  I  think  we  can  do  better  on.  Those 
are  the  kinds  of  things  I  would  like  to  work  with  you  to  try  to  see 
how  we  can  make  certain  that  the  marketplace  does  begin  to  work. 

Anyway,  I  have  used  up  my  time. 

Mr.  McCandless,  do  you  have  any  questions? 

Thank  you.  Governor  Phillips. 

Mr.  McCandless.  Thank  you. 

Has  the  Federal  Reserve  Board  done  any  research  or  made  a 
study  of  what  additional  costs  have  been  incurred  in  recent  years 
with  respect  to  additional  legislation  and  mandates  on  the  part  of 
Congress? 

Ms.  Phillips.  Yes,  sir.  We  have  spent  some  time  trjnng  to  iden- 
tify regulations,  for  example,  that  maybe  are  duplicative,  overlap- 
ping, to  see  if  we  can  try  to  deal  with  that.  In  particular,  with  re- 
spect to  Truth  in  Savings,  we  are  conducting  a  study  of  the  cost 
of  the  implementation  of  Truth  in  Savings,  as  that  was  being 
implemented. 

So  this  is  in  fact  an  ongoing  concern  and  interest  of  Board  mem- 
bers. And  I  think  as  soon  as  that  analysis  is  complete,  I  am  sure 
we  will  be  glad  to  share  it  with  you. 

Mr.  McCandless.  One  of  the  things  I  would  bring  your  attention 
to,  I  was  meeting  with  five  small  independent  bankers  in  my  dis- 
trict. It  was  brought  to  my  attention  that  in  this  one  bank  they 
have  13  employees,  and  that  1  of  the  13's  total  time  and  involve- 
ment in  her  job  deals  with  the  regulatory  and  related  matters.  And 
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I  thought  that  was  an  interesting  story,  because  one-thirteenth  of 
the  payroll  goes  to  the  regulatory  process. 

So  if  we  were  to  enlarge,  theoretically,  the  size  of  that  bank,  we 
would  also  enlarge  the  number  of  people  or  man-hours  involved. 
That  is  why  I  asked  you  the  question. 

Credit  cards  have  been  under  the  gun  now  for  quite  some  time. 
The  chairman  has  held  a  number  of  hearings  on  those  and  how 
they  function.  Are  fees  associated  with  credit  cards  any  better  dis- 
closed than  fees  associated  with  checking  accounts  or  savings 
accounts? 

Ms.  Phillips.  In  terms  of  our  surveys,  we  have  not  found  prob- 
lems with  people  not  having  access  to  the  service  information,  and 
we  find  that  banks  do  disclose  that  kind  of  information,  and  upon 
request  consumers  can  certainly  get  additional  information. 

So  this  has  not  been  a  source  of  complaints  with  respect  to  dis- 
closure of  credit  card  information. 

Mr.  McCandless.  You  have  talked  about  the  amount  of  fees,  and 
you  have  gone  through  the  spreadsheets  on  that.  Does  the  Fed 
keep  track  of  the  profits  associated  with  such  fees? 

Ms.  Phillips.  We  do  extensive  analysis  of  profits  and  try  to  iden- 
tify sources  of  profits.  And  there  is  a  recent  analysis  in  the  most 
recent  Federal  Reserve  bulletin. 

I  would  mention,  though,  that  it  is  very  difficult  to  separate  out 
some  of  the  sources  of  costs  and  identify  them  with  particular  fees. 
So  we  haven't  been  able  to  identify  or  separate  and  relate  particu- 
lar costs  to  particular  fees.  And  that  was  one  of  the  sources  of  my 
first  response  to  Chairman  Kennedy's  question. 

Mr.  McCandless.  So  the  answer  would  be  that  you  really  don't 
have  a  handle  on  what  profits  are  gained  by  the  fees  charged? 

Ms.  Phillips.  That  is  correct. 

Mr.  McCandless.  ATMs  have  been  discussed  at  great  length 
here  and  at  other  hearings.  I  do  not  use  ATMs,  I  am  old  fashioned. 
It  is  my  understanding  that  a  bank  will  charge  less  for  their  own 
ATM  and  more  for  the  use  of  other  banks'. 

Ms.  Phillips.  Actually,  it  is  fees  charged  by  the  opposing  bank 
and  by  the  network  for  the  clearing  cost. 

Mr.  McCandless.  So  that  represents  that  additional  cost? 

Ms.  Phillips.  Right. 

Mr.  McCandless.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Kennedy.  Thank  you,  Mr.  McCandless. 

Mr.  LaRocco. 

Mr.  LaRocco.  Thank  you,  Mr.  Chairman. 

With  the  transition  to  electronic  service,  shouldn't  this  keep  costs 
down?  Isn't  that  a  trend,  where  banks  are  lowering  the  costs  as  we 
move  into  an  electronic  society? 

Ms.  Phillips.  As  a  general  observation  I  would  agree  with  you. 
I  think  that  some  of  the  particular  fee  items  that  we  are  looking 
at  still  require  a  great  deal  of  manual  processing,  which  is  one  of 
the  sources  of  costs.  But,  certainly,  that  is  the  case  and,  of  course, 
the  number  of  transactions  has  increased.  So  while  we  are  having 
advances  on  account  of  increased  technology,  we  are  also  having  in- 
creased usage  of  many  of  these  services. 
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Mr.  LaRocco.  I  have  heard  figures  that  there  were  10  bilHon 
electronic  transfers  a  year  in  the  banking  industry.  Is  that  a  fig- 
ure  

Ms.  Phillips.  I  would  have  to  supply  that  one  for  you  for  the 
record. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

Mr.  LaRocco.  We  are  going  to  get  to  the  checkless  society.  We 
are  going  to  hear  later  on  today  and,  obviously,  it  has  been  in  the 
press,  that  a  returned  check,  bounced  check  cost  $12,  a  fee  of  $12. 
Do  you  know  how  these  fees  are  set?  Why  isn't  it  $13,  and  why 
wasn't  it  $11? 

Ms.  Phillips.  Actually,  that  might  be  something  that  would  be 
better  to  ask  of  the  bankers.  I  can  certainly  tell  you  what  the  aver- 
age amounts  of  the  fees  are.  And  I  suspect  that  they  certainly  try 
to  look  at  their  overall  cost  structure  and  allocate  those  fees.  But 
again,  I  am  not  sure  we  are  able  to  match  costs  and  fees. 

Mr.  LaRocco.  I  was  looking  at  some  information  here  that  was 
provided  by  the  comptroller.  You  can't  see  this,  but  fee  income  has 
obviously  gone  up,  in  1991,  1992,  1993.  It  is  a  steady  progression. 
For  example,  other  fee  income  was  at  $22  billion  in  1991,  $24  bil- 
lion in  1992,  $26  billion  in  1993,  but  other  noninterest  income  has 
taken  a  dramatic  jump;  1992  is  $26.7  billion.  There  are  other 
sources  going  up  as  well,  not  just  fee  income. 

You  said  we  can't  figure  out  exactly  where  the  profit  centers  are; 
is  that  correct?  Can  the  banks  tell  us,  or  do  you  know? 

Ms.  Phillips.  We  can  certainly  look  at  the  bottom  line,  but  it  is 
difficult  to  match  particular  costs  to  particular  services. 

Mr.  LaRocco.  What  are  the  consumers  demanding  out  there,  in 
your  opinion?  Why  isn't  the  marketplace  driving  fees  down;  why 
aren't  consumers  shopping?  Are  they? 

Ms.  Phillips.  I  can  just  offer  my  own  observations  on  this.  I 
think  that  in  fact  we  are  seeing  this  unbundling  of  fees  and  con- 
sumers are  in  fact  having  the  opportunity  to  pick  and  choose  dif- 
ferent kinds  of  services  depending  on  their  particular  needs.  Do 
they  write  a  lot  of  checks,  do  they  not  write  a  lot  of  checks? 

And  so  I  think  that  there  are  more  opportunities  for  individuals 
to  shop  around.  And,  certainly,  the  disclosure  requirements  that 
are  coming  into  effect  because  of  Truth  in  Savings  are  offering  in- 
creased opportunities  for  people  to  be  able  to  assess  it.  But  it  does 
require  that  shopping  around. 

Mr.  LaRocco.  Have  these  reports  been  helpful  to  you  at  the  Fed? 

I  know  they  are  required  by  FIRREA,  but  has  that  been  helpful 
to  the  Fed  since  it  was  mandated  by  Congress? 

Ms.  Phillips.  Yes,  sir,  I  think  it  has,  and  I  think  that,  as  we  look 
forward,  we  may  try  to  look  at  ways  to  improve  the  kinds  of  items 
that  we  collect,  because,  as  you  pointed  out,  with  technology  we  are 
having  a  drastically  changing  landscape  here  in  terms  of  services 
of  financial  institutions. 

Mr.  LaRocco.  Mr.  McCandless  may  not  have  memorized  his  PIN 
number,  but  a  lot  of  us  have  done  that,  and  we  are  in  a  very  busy 
society.  I  think  the  banks  are  trying  to  respond  to  our  needs.  In- 
stead of  parking  in  front  of  the  bank  and  driving  up  to  the  teller, 
we  have  these  ATMs  all  over  the  United  States.  It  is  changing  with 
our  rapidly  changing  society. 
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I  have  no  further  questions,  Mr.  Chairman. 

Chairman  Kennedy.  Thank  you  very  much,  Mr.  LaRocco. 

Mr.  Knollenberg. 

Mr.  Knollenberg.  I  want  to  follow  up  on  a  question  by  my  col- 
league, Mr.  LaRocco.  I  want  to  go  a  step  further,  if  I  can.  Governor. 

Do  the  market  forces — you  were  in  the  middle  of  answering  that 
I  know,  with  him — do  they  play  any  part  in  moving  people  from 
high -fee  banks  to  low-fee  banks?  Are  there  any  illustrations  or 
studies  that  you  have  done  or  that  you  have  seen  that  would  indi- 
cate that  people  do  move  from  a  high-fee  bank  to  a  low-fee  bank? 

Ms.  Phillips.  Certainly,  we  have  some  anecdotal  evidence  that 
people  do  shop  around  and  they  do  move  accounts  in  order  to  try 
to  seek  an  account  that  meets  their  particular  needs.  And,  cer- 
tainly, banks  are  facing  competition  from  nonbank  institutions.  So 
I  think  that  there  is  a  major  effort  to  try  to  offer  services  that  meet 
particular  needs. 

And  so  we  are  seeing  a  lot  of  change  in  the  kinds  of  services  that 
are  offered  by  depository  institutions.  And  I  think  that  is  a  result 
of  some  of  the  market  pressures  and  forces  that  you  have  cited. 

Mr.  Knollenberg.  Are  these  studies,  as  you  say,  they  are  ran- 
dom, they  are  anecdotal-type  situations?  There  is  no  real,  formal 
study  that  you  are  aware  of 

Ms.  Phillips.  Not  in  terms  of  the  shopping  around.  And  in  fact 
the  study  that  we  have  done  was  designed  to  try  to  look  at  changes 
over  time.  The  original  purpose  of  this  study  was  to  look  at  changes 
over  time  to  see  if  there  were  any  problems  that  were  resulting  on 
account  of  the  changes  in  the  deposit  insurance  premiums.  So  this 
is  a  very  focused  kind  of  study.  So  we  have  not  done  the  kind  that 
you  have  described. 

Mr.  Knollenberg.  It  may  be  that  people  have  a  reluctance  to 
move  because  of  neighborhood  or  because  of  familiarity  with  the 
area.  But  it  would  seem  to  me  in  this  age,  when  you  are  going  to 
a  system  of  direct  deposit,  an  ATM  machine  is  almost  on  every  cor- 
ner. Certainly,  it  seems  that  way  at  times,  that  a  person  wouldn't 
need  to  have  proximity  to  the  bank  in  order  to  be  a  complaint  or 
deal  with  that.  They  could  literally  move  around  the  country. 

So  it  would  seem  to  me  that  if  there  is  maybe  a  movement  in 
the  direction  of  doing  some  serious  shopping,  then  perhaps  people 
aren't  unaware  of  the  disclosure  information  and  don't  make  that 
choice.  I  just  wonder  if  society  is  moving  in  the  direction  of  allow- 
ing people  to  bank  anywhere,  and  thus  maybe  those  market  forces 
will  begin  to  drive  more  directly  than  they  are  now  the  idea  that 
people  do  some  shopping,  they  can  find  something  a  little  cheaper 
down  the  road,  and  it  doesn't  matter  where  down  the  road  is. 

Any  comment? 

Ms.  Phillips.  In  fact,  you  have  jogged  my  memory,  sir.  We  do 
a  study  of  consumer  finances.  One  of  the  questions  in  that  particu- 
lar survey  addresses  location  and  areas.  We  are  getting  ready  to 
do  another  survey  in  1995,  so  the  most  recent  data  we  have  are 
1992.  But  location  was  not  much  of  a  problem  in  having  access  to 
financial  services.  So  I  think  that  we  are  seeing  some  of  the  results 
of  the  technology. 

Mr.  Knollenberg.  Thank  you. 

Chairman  Kennedy.  Thank  you  very  much,  Mr.  Knollenberg. 
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Nydia  Velazquez. 

Ms.  Velazquez.  Thank  you,  Mr.  Chairman. 

Governor,  does  your  survey  or  any  other  study  show  exactly  what 
the  relationship  is  between  fees  charged  to  the  bank  customer  and 
the  cost  to  a  bank  for  providing  the  various  bank  services? 

Ms.  Phillips.  No,  ma'am,  we  are  not  able  to  separate  out  costs 
associated  with  particular  fees.  One  of  the  clearest  criteria  are  the 
availability  of  competitive  services  to  assure  that  those  fees  are 
kept  down.  So  I  don't  have  studies  that  respond  to  your  particular 
question. 

Ms.  Velazquez.  Do  you  think  that  such  a  study  would  be  helpful 

to  us? 

Ms.  Phillips.  It  would  be  a  challenging  study,  because  the  fee 
structures  are  very  variable  across  institutions,  as  are  the  cost  ac- 
counting systems.  And  I  am  not  sure,  quite  frankly,  whether  or  not 
the  cost  accounting  systems  would  allow  us  to  gather  that  informa- 
tion. So  it  would  be  a  challenge. 

Ms.  Velazquez.  Would  you  take  a  look  into  that? 

Ms.  Phillips.  We  will  certainly — we  will  be  glad  to  take  a  look 
at  it.  I  am  not  sure  we  can  do  that,  though. 

Ms.  Velazquez.  Does  your  data  tell  us  anything  about  the  avail- 
ability and  cost  of  bank  services  in  localized  areas  such  as  low- 
income  and  minority  communities  in  particular  regions  of  the 
country? 

Ms.  Phillips.  The  study  that  we  have  done  is  a  national  survey, 
and  doesn't  separate  data  by  regions.  In  fact,  the  statute  under 
which  this  was  directed  suggested  that  it  should  be  a  national  sur- 
vey, but  that  it  should  be  representative.  So  we  have  made  an  ef- 
fort to  make  it  representative  geographically. 

Ms.  Velazquez.  Thank  you,  Mr.  Chairman. 

Chairman  KENNEDY.  Thank  you  very  much,  Ms.  Velazquez. 

Ms.  Waters. 

Ms.  Waters.  Thank  you  very  much,  Mr,  Chairman. 

Let  me  just  say  I  am  grateful  for  this  hearing  today.  As  you 
know,  I  have  been  interested  in  the  subject  of  bank  fees  since  com- 
ing to  Congress.  During  consideration  of  bank  reform  in  the  last 
Congress,  I  offered  legislation  imposing  a  fees  freeze  on  bank  fees 
for  low-income  bank  customers. 

My  amendment  was  very  simple.  It  would  have  disallowed  fee  in- 
creases for  2  years  on  individuals  whose  account  balance  did  not 
exceed  $3,000. 

Now,  I  read  with  interest  the  analysis  the  subcommittee  provided 
for  us  of  fee  increases  in  the  last  several  years.  According  to  the 
Federal  Reserve,  between  1985  and  1992,  service  charge  revenues 
for  banks  have  increased  by  79  percent,  up  to  $13.9  billion  received 
from  fees  in  1992. 

I  don't  have  a  problem  with  bank  fees  per  se.  However,  the  in- 
creases do  not  seem  to  correspond  with  need.  Bank  profits  have 
been  at  record  levels,  and  as  well,  with  all  flat  fees,  the  increases 
disproportionately  fall  on  low-income  people. 

I  think  it  is  fair  to  ask  some  basic  questions,  and  you  may  at- 
tempt to  answer  them.  Governor.  Has  the  banks'  cost  of  operating 
automated  teller  machines  increased  by  the  33  percent  that  the 
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fees  have  between  1990  and  1991?  Does  your  study  or  any  study 
show  that? 

Ms.  Phillips,  I  don't  have  those  direct  cost  figures.  We  did  break 
out  the  fees  for  different  kinds  of  transactions,  and  they  are  quite 
variable  for  different  types  of  transactions. 

Ms.  Waters.  On  automated  teller  machines,  do  you  have  that 
figure? 

Ms.  Phillips.  Yes,  ma'am. 

Ms.  Waters.  Do  you  know  that  they  increased  by  33  percent? 

Ms.  Phillips.  Well,  based  on  our  analysis,  they  are  quite  dif- 
ferent. For  example,  the  fee  for  withdrawals  on  others  increased 
8.3  percent  for  banks  over  the  period,  and  2.2  percent  for  deposits 
on  others.  So  we  don't  show  those  kinds  of  increases. 

Ms.  Waters.  So  you  don't  have  the  kind  of  information  on  the 
teller  machines  that  I  am  asking  you? 

Ms.  Phillips.  These  are  the  ATM  fees  that  I  am  citing. 

Ms.  Waters.  My  question  is,  has  the  banks'  cost  of  operating 
automated  teller  machines  increased  by  the  33  percent  that  the 
fees  have  between  1990  and  1991?  Do  you  have  that  information? 

Ms.  Phillips.  I  do  not  have  separate  cost  figures. 

Ms.  Waters.  All  right.  Let  us  go  on.  Has  the  bank's  cost  of  hold- 
ing NOW  accounts  increased  41  percent  corresponding  with  the 
same  increase  in  fees?  Do  you  know  about  that,  NOW  accounts? 

Ms.  Phillips.  Again,  I  don't  know  the  costs  associated  with  par- 
ticular accounts. 

Ms.  Waters.  What  has  changed  in  our  banking  system  to  in- 
crease the  number  of  different  sources  of  fee  income  from  96  to  225 
according  to  fee  income  report? 

Ms.  F^IILLIPS.  I  think,  again,  there  has  been  a  tendency  to 
unbundle  and  charge  separately  for  different  kinds  of  services.  And 
this  does  enable  individuals  to  be  able  to  shop  around  and  choose 
banks 

Ms.  Waters.  No,  that  is  not  what  I  asked  you.  I  am  reallv  trying 
to  find  out  what  has  happened  in  the  banking  world  tnat  has 
caused  them  to  have  to  collect  so  much  more  money. 

We  don't  have  any  information  that  shows  us  that  these  increase 
matches  somehow  increased  work,  increased  responsibilities.  And  I 
am  trying  to  find  out  if  you  know  anything  except  the  fact  that 
they  want  to  make  money. 

OK.  You  don't  have  to  answer  if  you  don't  know  it. 

Banks  are  earning  tens  of  billions  of  dollars  each  year.  Obvi- 
ously, this  corresponds  to  the  overall  improvement  in  the  economy. 
However,  there  appears  to  be  some  evidence  that  there  is  a  form 
of  price  gouging  going  on  here. 

Let  me  just  talk  about  a  little  personal  experience.  Banks  have 
nonactive  accounts,  stagnant  accounts,  whatever  you  want  to  call 
them,  just  money  that  is  left  in  the  bank,  there  is  no  activity  on 
that  account.  And  they  charge  fees.  As  a  matter  of  fact,  my  per- 
sonal experience  was  a  little  balance  I  had  in  a  bank,  $8  every 
month,  no  activity  on  the  account,  until  the  charges  literally  wiped 
out  the  amount  of  the  balance  in  the  account. 

Are  you  familiar  with  this  kind  of  fee  gouging? 

Ms.  Phillips.  I  would  suspect  there  was  a  minimum  balance  re- 
quirement for  that  particular  account. 
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Ms.  Waters.  Well,  it  doesn't  matter  what  the  rules  were.  What 
I  am  asking  is,  are  you  aware  that  banks  are  charging  $8  and  more 
for  stagnant  accounts  where  there  is  no  activity  and  they  don't 
have  to  do  anything  on  it?  They  are  not  maintaining  the  account, 
there  is  no  cost  to  additional  personnel  to  do  anything,  the  money 
just  sits  there,  and  it  may  be  a  minimum  balance  required,  I  don't 
know.  But  what  I  am  saying  is,  if  you  are  a  senior  citizen  or  poor 
person,  and  you  have  $200  or  $300  in  the  bank,  that  you  could  end 
up  losing  your  money  even  if  you  have  no  activity  because  of  the 
fee  that  is  being  charged,  just  to  have  it  sitting  there. 

Are  you  familiar  with  that  activity? 

Ms.  Phillips.  There  are  some  fee  only  accounts,  and  if  there  is 
not  to  be  activity  in  the  account,  it  might  be  appropriate  to  look 
for  an  account  that  doesn't  have  that  kind  of  charge. 

Ms.  Waters.  Let's  talk  about  citizens  changing  their  bank  ac- 
counts and  shopping  around.  You  don't  seem  to  have  any  informa- 
tion on  that,  but  let  me  tell  you,  since  you  talk  about  anecdotes, 
let  me  tell  you  about  what  life's  experiences  have  taught  me. 

Seniors  have  oftentimes  had  accounts  for  10  or  15  years,  feel  at- 
tached to  their  bank,  and  they  don't  change  it  because  they  think 
somehow  they  know  the  person  at  the  bank  or  it  is  convenient  to 
them,  and  so  they  suffer  the  increased  fees  because  they  don't  feel 
that  it  is  in  their  best  interests  somehow  to  shop  around  because 
they  won't  be  known  at  another  bank,  or  it  is  too  far  away  from 
home. 

And  so  we  find  that  also  in  poor  communities  where  you  don't 
have  an  ATM  on  every  corner,  that  people  tend  to  do  business  with 
the  only  bank  or  few  banks  that  are  around.  And  so  they  don't  shop 
around  blocks  away.  They  don't  have  the  transportation,  and  so 
forth. 

So  while  I  don't  have  the  same  kind  of  anecdotes  in  my  daily 
interaction  with  people  in  my  community,  I  tend  to  understand  a 
little  bit  about  how  they  act  and  how  they  negotiate  their  environ- 
ment. 

In  the  final  analysis,  let  me  just  say  this.  You  cannot  deny  and 
no  one  can  deny  the  tremendous  amount  of  money  that  has  been 
made  on  fees.  My  bill  that  I  attempted  to  introduce  some  time  ago 
on  freezing  the  fees  simply  had  to  do  with  kind  of  a  lifeline,  like 
the  telephone  company  does  for  poor  people,  for  seniors  with  fixed 
incomes.  It  says,  if  people  are  poor,  they  only  have  a  little  bit  of 
money,  for  God's  sake,  don't  take  away  fi-om  them. 

I  don't  know  what  you  can  say  or  do,  I  don't  know  what  this  sub- 
committee will  do.  The  banking  community  enjoys  a  lot  of  support 
in  the  Congress  of  the  United  States.  But  it  is  wrong. 

I  am  introducing  the  bill  again.  I  probably  won't  get  a  lot  of  sup- 
port for  it.  But  there  is  no  way  that  the  average  policymaker  or  you 
or  anybody  else  can  honestly  look  people  in  the  eye  and  justify  this 
kind  of  madness. 

I  yield  back  the  balance  of  my  time. 

Chairman  Kennedy,  I  think  the  gentlelady  handled  that  just 
fine. 

I  now  want  to  recognize  Mr.  Hinchey.  Mr.  Hinchey  has  an 
amendment  that  has  just  passed  this  subcommittee  that  would  ex- 
tend the  current  law  that  requires  the  Fed  to  report  to  us  on  bank 
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fees.  I  think  this  was  a  very  helpful  amendment  which  will  con- 
tinue to  allow  us  to  get  at  least  the  data  that  has  been  currently 
provided. 

I  do  think  that  Ms.  Waters  and  Ms.  Velazquez  raised  a  very  in- 
teresting point  in  terms  of  the  justification  for  these  fees.  Ajid  I 
know  that  you  have  indicated  that  it  would  be  difficult.  Even  if  it 
is  difficult,  Governor  Phillips,  my  sense  is  it  would  be  very,  very 
helpful  for  the  Fed  to  take  a  stand  on  these  issues. 

As  I  say,  these  are  not  issues  that  are  going  to  be  affecting  peo- 
ple with  a  lot  of  money.  People  with  a  lot  of  money  can  handle  the 
fee  structure  and  the  bizarre  aspect  of  it  is,  the  more  money  you 
have,  the  less  fees  you  get  charged. 

So  it  really  is  a  regressive  program  that  the  banks  have  insti- 
tuted, that  ends  up  charging  the  most  vulnerable  people  in  the 
country  the  most  amount  of  money.  This  leads  me  to  believe  that 
ultimately  what  the  banks  look  at  are  basic  banking  services  that 
this  subcommittee  will  end  up  taking  action  on  if  in  fact  the  banks 
don't  begin  to  clean  up  their  act. 

But  I  would  like  to  thank  Mr.  Hinchey  for  the  legislation  that 
has  already  passed  the  subcommittee.  I  recognize  him  for  5 
minutes. 

Mr.  Hinchey.  Thank  you,  Mr.  Chairman. 

Madam  Grovemor,  good  morning.  Nice  to  see  you. 

I  heard  you  say  you  thought  that  report  was  helpful  to  the 
Board's  examination  of  these  particular  matters;  is  that  correct? 

Ms.  Phillips.  Yes,  sir. 

Mr.  Hinchey.  I  am  looking  at  the  report  and  I  am  trying  to  dis- 
cern from  it  the  average  costs  of  automatic  teller  machines,  and 
that  information  seems  to  be  absent.  That  would  appear  on  page 
11  of  the  most  recent  report. 

Ms.  Phillips.  Again,  we  were  really  focusing  on  fees  charged,  not 
cost. 

Mr.  Hinchey.  Do  you  know  or  does  staff  know  what  the  average 
ATM  cost  is? 

Ms.  Phillips.  The  cost  to  the  bank,  to  the  banks? 

Mr.  Hinchey.  The  costs  that  the  bank  is  charging  the  customer 
for  ATM  transactions. 

Ms.  Phillips.  Yes,  the  fee  costs  are  identified  in  table  4. 

Mr.  Hinchey.  And  how  much  is  it? 

Ms.  Phillips.  Well,  for  example,  the  average  fee  for  withdrawal 
"on  others"  was  92  cents  in  1993. 

Mr.  Hinchey.  Is  that  92  cents  per  ATM  transaction? 

Ms.  Phillips.  That  is  the  average  fee,  yes. 

Mr.  Hinchey.  The  average  fee  for  ATM  transactions  is  92  cents? 

Ms.  Phillips.  Yes. 

Mr.  Hinchey.  I  heard  Mr.  LaRocco  say  earlier  that  there  were 
an  average — there  were  approximately  10  billion  ATM  trans- 
actions. Did  I  hear  that  correctly? 

Ms.  Phillips.  It  was  a  large  number.  I  don't  remember  the 
number. 

Mr.  Hinchey.  Assuming  it  is  10  billion,  that  would  seem  to  me 
to  be  $9.2  billion  that  the  banks  made  from  ATM  transactions. 

Ms.  Phillips.  Well,  most  banks  do  not  charge  fees  for  deposits 
on  their  own  ATMs.  So  there  is  a  difference  as  to  whether  or  not 
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you  are  using  another  bank's  ATM  or  your  own  bank's  ATM.  So  it 
is  very  difficult  just  to  take  a  total  number  of  transactions  and  take 
one  of  these  fees  to  try  to  estimate  those  total  fees. 

Mr.  HiNCHEY.  So  it  would  be  some  lower  number  then,  lower 
than  10  billion? 

Ms.  Phillips.  Assuming  we  have  the  right  number  of  trans- 
actions, right. 

Mr.  HiNCHEY.  I  wonder  what  the  Board's  philosophy  is  with  re- 
gard to  these  fees.  What  I  mean  specifically  by  that  is,  should  the 
fees  that  are  charged  by  the  banks  reflect  the  cost  to  the  institu- 
tion, or  should  they  be  in  fact  profitmaking  mechanisms,  which 
they  seem  to  be? 

Ms.  Phillips.  I  think  as  a  general  matter  it  is  most  important 
for  us  to  see  there  is  adequate  competition  in  these  markets,  so 
that  the  fees  are  reflective  of  competitive  pressures,  and  that  would 
tend  to  drive  them  closer  to  costs. 

So  I  think  as  a  general  matter,  we  would  look  to  see  that  there 
is  adequate  competition  in  those  markets. 

Mr.  HiNCHEY.  In  the  future  the  report  will  be  required  to  be  bro- 
ken down  by  region,  at  least  if  it  passes  as  it  has  so  far. 

Ms.  Phillips.  I  am  sorry,  I  haven't  seen  the  new  language. 

Mr.  Henchey.  That  is  the  language  of  the  amendment.  It  would 
require  that  the  information  be  subdivided  by  region.  So  I  assume 
then  that  would  be  a  more  helpful  instrument  to  the  Board  in  try- 
ing to  determine  whether  competition  is  having  some  impact. 

Ms.  Phillips.  We  would  certainly  have  to  change  considerably 
the  structure  of  the  study,  then.  It  would  be  a  much  bigger  studv. 

Mr.  HiNCHEY.  Would  the  information  provided  be  more  valuable 
in  terms  of  trying  to  determine  the  impact  of  competition  on  hold- 
ing down  fees? 

Ms.  Phillips.  I  would  think  so.  Clearly,  it  would  have  to  be  care- 
fully structured  so  we  don't  get  so  much  information  that  we  are 
a  bit  overwhelmed  by  it.  But  I  think  if  it  is  carefully  structured, 
it  would  be  very  helpml. 

Mr.  HiNCHEY.  I  think  I  heard  vou  say  in  your  testimony  that 
there  is  a  tendency  now  to  unbundle  the  cost  of  fees  and  to  charge 
them  separately.  Now,  that  would  seem  to  me  to  indicate  that  the 
costs  will  be  going  up.  If  costs  can  be  charged  separately  for  dis- 
crete fees,  you  are  more  likely  to  realize  a  greater  profit  thereby 
than  by  charging  a  blanket  cost  for  a  group  of  fees,  a  bundle  of 
fees. 

Ms.  Phillips.  I  think  it  would  depend  on  the  particular  pattern 
of  usage  of  an  individual  customer.  It  could  go  up  or  it  could  go 
down. 

Mr.  HiNCHEY.  Yes,  I  can  see  that,  obviously,  but  as  a  general 
rule,  as  a  general  rule  it  would  seem  that  it  would  be  more  likely 
to  charge  larger  numbers  for  the  discrete  fees  cumulatively  than 
would  be  charged  in  the  bundling  process.  Do  you  think  that  is  cor- 
rect, or  has  any  examination  been  taken  of  that? 

Ms.  Phillips.  I  can't  really  respond  to  that.  I  can  also  imagine 
that  to  the  extent  that  we  see  more  of  these  no-frills  kinds  of  ac- 
counts, very  simplified,  no-frills  accounts,  that  we  may  in  fact  be 
increasing  the  availability.  So  I  don't  see  that  it  has  a  direct  cor- 
respondence to  size  of  fees  offered  or  received. 
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Mr,  Henchey.  That  would  be  an  interesting  piece  of  information 
to  have  contained  in  the  report.  It  would  seem  to  me,  anyway.  Be- 
cause it  would  allow  us  to  make  a  determination  with  regard  to, 
again,  the  direction  that  banks  are  taking  in  terms  of  their  oper- 
ation of  these  fees  from  the  point  of  view  of  making  profits  on 
them. 

Ms.  Phillips.  I  certainly  hear  that  the  subcommittee  is  inter- 
ested in  the  cost  analysis. 

Mr.  HiNCHEY.  I  think  that  is  very  true 

Chairman  Kennedy.  The  gentleman's  time  has  expired. 

I  don't  like  to  cut  the  members  off,  but  the  fact  is  we  have  a  lot 
of  witnesses  to  get  to.  Ms.  Collins  has  been  waiting  patiently.  We 
have  other  witnesses  that  the  subcommittee  is  interested  in  hear- 
ing from.  If  we  can  keep  this  thing  moving  along,  I  would  appre- 
ciate it. 

Ms.  Roybal-Allard  has  sponsored  the  lifeline  amendment  to  the 
Interstate  Banking  bill.  Unfortunately,  in  spite  of  the  support  of 
many  of  us  on  this  subcommittee,  it  failed.  I  think  it  was  a  good 
idea.  I  wholeheartedly  supported  it.  I  think  this  would  have  helped 
out  enormously  with  the  people  that  are  affected  by  this  bank  fee 
issue. 

Ms.  Roybal-Allard,  you  are  recognized  for  5  minutes. 

Ms.  Roybal-Allard.  Thank  you,  Mr.  Chairman. 

I  think  what  we  are  talking  about  is  really  an  issue  of  access, 
and  that  is  public  access  to  a  banking  system  that  is  federally 
insured.  And  as  such,  banks  have  a  legal  obligation  to  serve 
communities. 

What  I  am  concerned  about,  as  I  am  listening  to  your  responses 
and  your  testimony,  is  that  we  are  seeing  a  two-tier  system  start- 
ing to  take  place  in  this  country,  because  the  reality  is  that  there 
are  many  communities,  my  district,  for  example,  and  many  of  the 
districts  of  members  on  this  subcommittee,  that  don't  have  the  lux- 
ury of  shopping  around,  and  are  lucky  if  they  have  maybe  one  or 
two  banks  in  an  entire  city.  I  represent  eight  such  individual  cities. 

Consequently,  we  don't  have  that  luxury  of  shopping  around.  In 
many  ways  my  constituents  are  held  hostage  to  whatever  financial 
institutions  are  available.  If  they  are  lucky,  there  may  be  two  bank 
branches.  So  this  idea  of  competition  really  doesn't  exist  in  many 
communities. 

What  I  am  confused  about  is  the  role  of  the  Federal  Reserve.  As 
I  understand  it,  you  are  a  regulatory  agency,  and  yet  I  don't  see 
any  regulation  taking  place.  I  see  that  you  have  reports,  but  what 
happens  to  those  reports?  What  proactive  actions  are  taken  by 
the  Federal  Reserve  in  order  to  correct  any  problems  that  are 
identified? 

I  think  a  real  example  of  the  problem,  in  terms  of  the  Federal 
Reserve  Board  is  the  very  fact  that  you  have  prepared  a  report, 
and  if  I  understood  you  correctly,  the  focus  was  on  the  fees 
charged,  but  you  ignored  the  costs.  So  what  good  is  the  report  if 
we  can't  make  a  judgment  in  terms  of  what  the  costs  are,  and  what 
is  being  charged?  How  do  we  determine  if  they  are  justified. 

So  I  feel  that  your  report  is  only  half  done,  it  is  really  pointless 
and  offers  nothing  valuable  to  me  or  this  subcommittee  if  we  can't 
compare  it  to  the  actual  cost  itself. 
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The  question  I  have  is,  how  do  you  see  your  role,  what  is  your 
responsibility  as  a  regulatory  agency,  and  once  you  do  have  reports 
that  identify  problems,  what  is  your  responsibility  as  you  see  it  to 
correct  those  problems?  Many  of  the  issues  can  in  fact  be  corrected 
by  the  Federal  Reserve  Board  itself  and  do  not  have  to  be  ad- 
dressed by  Congress. 

The  impression  I  get  based  on  the  kinds  of  reports  that  are  put 
forward  and  the  inaction  of  the  Federal  Reserve  Board  is  that  you 
feel  you  only  have  to  do  the  minimum,  and  it  is  up  to  Congress  to 
do  the  rest. 

I  would  like  you  to  respond  to  that.  For  example,  one  of  the  is- 
sues that  came  out  in  the  report  was  that  there  was  anticompeti- 
tive practices  conducted  by  the  banking  industry.  What  would  be, 
for  example,  your  response  to  that?  What  are  you  going  to  do  about 
it? 

Ms.  Phillips.  First  of  all,  let  me  say  that  this  report  was  re- 
quired in  connection  with  the  increase  in  deposit  insurance  pre- 
miums. So  it  was  focused  on  availability  of  services  and  average 
fees.  But,  certainly,  the  Federal  Reserve  is  involved  in  a  number 
of  other  initiatives  that  address  particularly  enforcement  of  CRA, 
for  example.  We  have  been  involved  clearly  in  the  implementation 
of  the  truth  in  savings  law,  which  goes  to  the  disclosure  of  a  lot 
of  these  different  kinds  of  fees. 

So  I  think  that  there  are  a  number  of  other  initiatives  under- 
taken by  the  Federal  Reserve  and  its  staff  that  go  to  some  of  the 
issues  that  you  have  raised.  But  that  really  wasn't  the  focus  of  this 
particular  report,  which  was  a  fairly  narrow  report,  I  admit. 

Ms.  Roybal-Allard.  But  you  have  even  given  examples  where, 
again,  you  have  failed  miserably.  CRA  is  not  a  great  example  of 
one  of  your  successes. 

So  my  question  still  is,  for  I  am  trying  to  understand,  as  a  new 
member  of  this  subcommittee,  what  is  the  responsibility  of  the  Fed- 
eral Reserve  Board.  You  are  known  as  a  regulatory  agency.  We  get 
reports  which,  quite  frankly — I  feel  are  not  adequate.  What  do  you 
do  besides  prepare  reports? 

Ms.  Phillips.  Of  course,  one  of  our  major  missions  in  terms  of 
regulation  is  to  assure  the  safety  and  soundness  of  the  banks  that 
we  supervise. 

Ms.  Roybal-Allard.  Let  me  clarify  my  question.  When  you  iden- 
tify problems  that  impact  consumers  negatively,  what  is  it  that  you 
do  to  correct  the  problems? 

Ms.  Phillips.  If  it  is  not  in  compliance  with  the  various  disclo- 
sure acts  and  so  on,  it  would  be  an  enforcement  kind  of  issue  and 
would  be  caught  in  the  examination  process. 

Chairman  Kennedy.  The  gentlelady's  time  has  expired. 

Mr.  Fields,  you  are  recognized  for  5  minutes. 

Mr.  Fields.  Thank  you,  Mr.  Chairman. 

Let  me  follow  up,  if  I  may,  with  the  gentlewoman's  questions 
from  California.  Are  you  telling  this  subcommittee  that  your  only 
authority  to  operate  and  to  regulate  is  through  Federal  statute? 

Ms.  Phillips.  We  certainly  have  a  number  of  responsibilities 
under  those  statutes  and  we  are  gfiven  a  great  deal  of  latitude  in 
how  they  are  interpreted,  particularly  in  the  examination  process. 
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So  I  don't  think  of  it  as  a  narrow  approach  by  any  stretch  of  the 
imagination. 

Mr.  Fields.  Let's  examine  latitude  for  just  a  second.  If  you,  for 
example,  find  that  a  banking  institution,  because  you  talked  about 
soundness  of  a  bank,  and  I  am  really  concerned  about  some  of  the 
consumer  concerns  that  many  customers  of  banks  have  on  a  day- 
to-day  basis,  particularly  when  it  comes  to  fees. 

If  a  customer  is  charged  something  in  the  neighborhood  of  $15 
to  use  an  ATM  machine,  would  you  consider  that  to  be  reasonable? 

Ms.  Phillips.  We  do  not  regulate  fees. 

Mr.  Fields.  But  which 

Ms.  Phillips.  And  would  not  make  that  kind  of  judgment  or 
analysis. 

Mr.  Fields.  So  if  you  have  reports  that  provide  information  that 
there  are  unconscionable  fees  being  charged  to  consumers  from  a 
teller's  perspective,  ATM,  savings,  checking,  you  mean  to  tell  me 
that  your  body  has  nothing  to  do  with  the  regulation — not  the  regu- 
lation of  those  fees,  but  you  have  no — ^you  can  do  nothing  and  you 
choose  to  do  nothing? 

Ms.  Phillips.  We  do  require  disclosure  of  fees,  and  there  are  ex- 
tensive requirements  for  disclosure,  timing  of  disclosure,  and  so  on. 

Mr.  Fields.  So  irrespective  of  the  amount  of  money  that  is 
charged,  all  you  require  is  that  that  amount  be  disclosed? 

Ms.  Phillips.  Yes,  sir. 

Mr,  Fields.  And  if  you  find  that  amount  is  inconscionable,  what 
steps  will  you  or  the  body  take,  if  any? 

Ms.  Phillips.  Again,  we  don't  make  those  kinds  of  judgments. 

Mr.  Fields.  What  is  the  purpose  of  the  Federal  Reserve  Board 
if  all  you  all  do  is  study — what  do  you  do,  just  sit  around  the  table 
and  talk  about  the  problems?  Because  I  have  not  received  any  re- 
quests from  the  Federal  Reserve  Board  in  terms  of  legislation,  pro- 
spective legislation  to  regulate  or  to  give  consumers  more  of  a 
break.  Exactly  what  do  you  do  after  you  study  these  problems? 

Ms.  Phillips.  I  would  be  glad,  if  you  would  like,  to  provide  a 
complete  description  of  our  responsibilities  for  consumer  finance 
oversight,  if  that  would  be  helpful  to  you. 

Mr.  Fields.  Let  me  give  you  an  example.  In  your  testimony,  on 
page  2,  you  stated  that  "a  general  trend  in  the  direction  of  in- 
creased fees  was  also  observed  with  24  out  of  44  estimated  fee 
changes  representing  fee  increases  greater  than  the  rate  of 
inflation." 

So  you  know  that  that  is,  in  fact,  a  fact.  What  do  you  do  as  a 
result  of  that? 

Ms.  Phillips.  We  do  not  get  into  setting  fees  for  banks  or  have 
responsibility  for  the  levels  of  fees.  That  would  be  a  form  of  price 
control  and  we  are  not  involved  in  that. 

Mr.  Fields.  Price  control  is  a  bad  word,  I  guess.  But  let  me  ask 
you  this.  Do  you  all  have  regulators  that  you  send  out  to  banks  on 
a  customary  basis? 

Ms.  Phillips,  Yes,  we  have  examiners. 

Mr.  Fields.  Who  do  they  examine  for?  The  soundness  of  a  bank, 
of  a  financial  institution? 
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Ms.  Phillips.  We  have,  basically,  two  types  of  examiners,  some 
in  terms  of  financial  safety  and  soundness,  and  then  also  consmer 
compliance  and  CRA  examiners. 

Mr.  Fields.  You  actually  have  CRA  examiners? 

Ms.  Phillips.  Yes,  sir. 

Mr.  Fields.  What  do  they  do? 

Ms.  Phillips.  They  examine  the  bank's  programs  to  see 

Mr.  Fields.  Let  me  ask  you  this.  Have  you  all  found  any  prob- 
lems with  banks  as  a  result  of  the  findings  of  your  CRA  examiners? 

Ms.  Phillips.  Yes,  we  do. 

Mr.  Fields.  What  do  you  do  as  a  result  of  those  findings? 

Ms.  Phillips.  Banks  are  given  CRA  ratings,  actually,  and  de- 
pending on  the  level  of  the  rating,  if  they  then  apply  for  additional 
services  or,  for  example,  to  merge,  that  is  taken  into  consideration 
when  we  look  at  that  application. 

Mr.  Fields.  Can  you  share  that  information?  My  time  has  ex- 
pired, but  is  that  information  public?  Do  you  share  that  informa- 
tion with  Congress,  for  example,  this  subcommittee? 

Ms.  Phillips.  The  fact  that  we  do  the  ratings,  certainly,  is  gen- 
erally known.  The  individual  bank  ratings  are  not  made  public. 

Mr.  Fields.  Can  they  be  made  public  to  this  subcommittee,  for 
example? 

Chairman  Kennedy.  Governor  Phillips,  if  the  gentleman  will 
yield,  I  believe  that  the  CRA  ratings  are  made  public. 

Ms.  Phillips.  Oh,  I  am  sorry.  OK, 

Chairman  KENNEDY.  It  does  give  you  a  sense  of  what  a  priority 
it  is  when  the  Governor  of  the  Fed  is  not  aware  of  that.  But  I — 
sorry.  Governor,  but  that  is  part  of  the  problem. 

The  fact  is  in  direct  answer  to  your  question,  Mr.  Fields,  I  believe 
that  there  have  been  about  70,000—60-  to  70,000  CRA  examina- 
tions that  have  taken  place,  and  I  think  something  in  the  order  of 
11  banks  have  ever  been  denied  a  new  power  as  a  result  of  a  poor 
CRA  rating. 

So  that  gives  you  some  idea  of  the  priority  that  this  has  been. 
In  terms  of  the  general  points  that  you  are  making,  I  thought  those 
were  excellent  questions  and  raise  serious  issues  as  to  what  the 
clout  of  average  consumers  and  particularly  poor  consumers  in  this 
country  have  in  terms  of  how  they  are  dealt  with  by  the  banking 
system. 

Governor  Phillips,  we  do  want  to  thank  you  very  much.  I  think 
your  testimony  was  enlightening  in  terms  of  what  we  know  about 
what  justifies  these  bank  fees.  We  thank  you  very  much  for  sharing 
those  thoughts  with  us,  and  we  look  forward  to  continuing  to  have 
a  dialog  with  you.  And  I  hope  that  there  will  be  a  dialog  between 
you  and  the  banks  themselves  about  what  they  are  actually  up  to. 
But  we  thank  you  for  your  information. 

I  hope  that  we  will  follow  up  on  the  data  that  Ms.  Roybal-Allard 
and  Ms.  Velazquez  and  Ms.  Waters  had  requested  in  terms  of  fol- 
lowing up  on  the  justification  of  some  of  these  numbers  as  well. 

Ms.  Phillips.  Thank  you,  Mr.  Chairman. 

Chairman  KENNEDY.  I  would  like  to  welcome  Cardiss  Collins. 

I  will  withhold  questions  and  I  would  like  to  ask  the  subcommit- 
tee to  do  so  as  well  so  we  can  get  on  with  the  other  witnesses. 
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I  want  to  welcome  the  Congresswoman  to  the  Banking  Sub- 
committee on  Consumer  Credit  and  Insurance.  We  want  to  thank 
her  for  all  the  diligent  work  she  has  done  on  behalf  of  consumers 
in  her  position  as  chairman  of  the  Energy  and  Commerce  Sub- 
committee on  Consumer  Protection. 

It  is  a  pleasure  to  welcome  you  this  morning,  Cardiss,  and  we 
look  forward  to  your  testimony. 

STATEMENT  OF  HON.  CARDISS  COLLINS,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  ILLINOIS 

Mrs.  Collins.  Thank  you  very  much,  Mr.  Chairman. 

Let  me  apologize  to  you  and  the  entire  subcommittee  for  the  fact 
that  I  was  not  nere  at  10  o'clock  as  I  had  planned  to  be.  Unfortu- 
nately, I  had  a  doctor's  appointment  and,  as  doctors  do,  they  run 
later,  and  they  do  more  than  they  say  you  are  going  to  do  when 
you  get  there,  so  that  explains  the  reason  why  I  was  not  here  at 
the  appointed  time. 

I  also  want  to  say  to  you  and  to  all  the  members  of  the  sub- 
committee that  I  am  here  to  discuss  an  issue  that  I  consider  to  be 
of  tremendous  import  to  many  consumers,  and  that  is  the  high 
bank  fees. 

Before  I  begin,  I  do  want  to  add  my  welcome  to  Julie  Wingerter, 
who  is  director  of  consumer  commerce  of  the  State  of  Illinois  Office 
of  the  Treasurer,  and  commend  the  work  that  the  treasurer,  Pat 
Quinn,  has  done  on  consumer  credit  issues. 

I  was  moved  to  testify  after  speaking  to  you  one  day  over  lunch 
about  a  recent  personal  experience  that  I  have  had.  I  was  visiting 
Florida  during  one  of  the  recesses  that  we  had,  and  I  went  to  get 
some  money  from  my  checking  account  there,  and  was  told  that  I 
was  overdrawn.  And  much  to  my  amazement,  I  went  to  see  the  offi- 
cer of  the  bank  in  Florida,  ana  I  was  told  that  I  was  overdrawn 
because  of  the  experience  where  I  did  not  know  that  $12  a  month 
was  being  removed  from  my  checking  account  because  I  did  not 
have  a  minimum  balance  of  X  amount  of  dollars. 

So  then  what  do  I  do?  I  needed  some  money  while  I  was  there 
so  I  called  my  Chicago  bank,  asked  my  Chicago  bank  to  wire  me 
some  money  to  my  Florida  bank,  which  they  did.  Now,  my  Chicago 
bank  charged  me  $15  to  wire  it,  which  was  all  right.  I  figured,  OK, 
so  they  charged  me  15  bucks  to  wire  the  money  to  this  bank  in 
Florida. 

My  great  surprise  came  when  I  got  my  statement  from  my  Flor- 
ida bank,  that  they  had  charged  $10  to  receive  the  wire,  which 
blew  my  mind.  If  I  had  walked  IV2  blocks  from  the  place  I  was 
standing  to  the  bank  and  made  a  deposit,  they  would  not  have 
charged  me  one  single  dime.  And  yet  by  wire,  when  they  received 
the  money  that  they  knew  was  there,  they  knew  it  was  good,  it  was 
not  like  a  bounced  check  or  an3^hing  else,  from  my  bank  in  Chi- 
cago, they  charged  me  a  fee  for  doing  that.  I  thought  that  was 
absolutely  wrong. 

Now,  I  know  that  my  experience  is  not  unique,  and  I  know  that 
other  consumers  certainly  share  my  frustration.  The  U.S.  Public 
Interest  Research  Group  and  the  Consumer  Federation  of  America 
have  done  an  excellent  job,  I  believe,  in  documenting  the  extent  to 
which  banks  are  overcharging  consumers. 
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While  there  is  not  enough  time  to  comment  on  every  fee  that 
they  have  uncovered,  I  would  like  to  take  this  moment  to  highhght 
two  other  particularly  disturbing  fees.  They  are  the  deposit  item  re- 
turn, the  IRs,  and  automatic  teller  machine,  which  you  have  heard 
a  lot  about  already. 

First,  the  industry  practice  for  charging  consumers  for  deposited 
items  that  are  returned  is  particularly  egregious.  I  see  absolutely 
no  rationale  for  charging  consumers  outrageous  fees  for  unknow- 
ingly depositing  checks  in  their  own  accounts  that  end  up  bouncing 
due  to  the  actions  of  some  other  person  who  actually  wrote  the 
check. 

According  to  the  Public  Interest  Research  Group,  Illinois  banks 
charge  an  average  of  $6.70  for  a  DIR.  Some  States  charge  even 
higher  amounts.  Public  Interest  Research  Group's  research  show 
some  banks  charge  up  to  a  whopping  six  times  higher  than  the  cost 
of  processing  a  DIR.  It  is  estimated  that  it  costs  the  banks  only 
about  $1.50  to  process  those  DIR  checks. 

In  the  Illinois  situation,  that  equals  an  extra  $5.20  per  trans- 
action that  a  bank  gets  to  keep  at  the  expense  of  the  innocent 
consumer.  There  seems  to  be  no  justifiable  reason  for  these 
charges,  and  I  certainly  want  to  wait  in  anticipation  as  the  bank 
attempts  to  explain  to  Congress  and  the  American  public  why  it  is 
necessary  to  charge  innocent  consumers  these  kinds  of  fees. 

Public  Interest  Research  Group  has  proposed  that  the  DIR  fee  be 
banned.  Mr.  Chairman,  I  don't  see  anj^hing  wrong  with  banning 
them.  Perhaps  the  subcommittee  will  give  that  proposition  serious 
consideration. 

In  recent  years  most  consumers  have  come  to  rely  on  the  ATMs 
we  have  heard  so  much  about.  Between  1986,  the  public  interest 
group  found  that  the  fees  at  their  own  ATMs  skyrocketed  150  per- 
cent and  the  fees  charged  by  banks  at  other  ATMs  increased  by  29 
percent. 

Not  only  are  the  fees  going  up,  but  more  and  more  banks  are 
starting  to  charge  their  own  consumers  for  using  their  own  ATMs. 
Interestingly,  according  to  Consumer  Federation  of  America,  while 
the  ATM  fees  for  bank  charges  are  continuing  to  explode  from  1991 
to  1993,  the  costs  for  maintaining  those  ATM  machines  have  actu- 
ally declined  by  4.3  percent. 

The  average  ATM  fees  may  seem  like  not  much  at  first  glance, 
but  those  dimes  and  quarters  quickly  add  up  to  dollars  for  consum- 
ers, and  according  to  CFA,  $2  billion  in  profits  for  the  banks. 

Further,  according  to  surveys,  some  banks  even  charge  dormant 
ATM  card  fees.  Now,  let  me  repeat.  Banks  are  even  charging  con- 
sumers for  not  using  their  ATMs. 

Consumers  don't  have  any  option.  They  are  billed  if  they  do  and 
billed  if  they  don't.  The  only  solution  is  for  Congress  to  step  in  and 
give  consumers  some  real  choices  by  capping  fees,  as  Congress- 
woman  Waters  has  suggested,  and  not  allowing  banks  to  charge 
customers  for  services  they  may  not  have  used. 

A  couple  of  banks  surveyed  generally  offered  to  waive  fees  for 
consumers  and,  of  course,  there  was  a  catch  to  it,  and  the  waiver 
was  only  applied  to  consumers  who  had  balances  of  $1,000  or 
$5,000.  The  effect  on  the  low-income  consumers  the  ones  in  most 
need  of  waivers,  end  up  paying  more  to  use  the  bank  services. 
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Although  not  as  much  attention  has  been  paid  to  the  charges  for 
wiring  money,  I  want  to  make  it  clear  today  that  this  practice 
should  be  investigated  by  this  subcommittee  along  with  the  DIR, 
the  ATM,  and  other  fees.  I  ended  up  paying  a  fee,  a  total  fee  of  $25 
to  have  a  lousy  $300  wired  to  my  bank. 

In  mv  situation  I  was  able  to  absorb  what  I  considered  to  be  a 
pretty  nigh  cost  for  that.  But  I  am  concerned  about  many  other 
consumers  who  aren't  able  to  absorb  that  kind  of  double  fee,  be- 
cause it  is  really  going  to  be  a  hardship  on  some  of  them.  The  par- 
ent who  has  to  quickly  send  some  money  to  college  for  their  stu- 
dent, and  I  have  had  to  do  that,  or  the  family  who  has  to  wire 
money  to  an  elderly  one,  and  I  have  had  to  do  that,  can  find  these 
funds  can  be  burdensome. 

In  conclusion,  Mr.  Chairman,  gone  are  the  days  when  consumers 
are  paid  in  cash.  Gone  are  the  days  when  consumers  can  save  their 
money  in  socks  and  in  mattresses.  Now  virtually  every  consumer 
uses  banks  and  other  similar  financial  institutions. 

In  many  cases,  such  as  many  of  ours  right  here,  our  paychecks 
go  directly  to  the  bank,  direct  banking.  Retirement  checks  go  there. 
Social  Security  checks  as  an  option  can  go  there.  And  other  income 
is  directly  deposited.  People  are  at  the  mercy  of  the  banks  when 
it  comes  to  getting  money  that  they  need  in  order  to  afford  their 
daily  expenses. 

I  believe  that  banking  practices  in  one  form  or  another  affect 
every  one  of  us,  and  one  thing  is  clear:  Banks  are  gouging  the 
American  public,  and  we  should  do  something  about  it.  And  I  be- 
lieve your  subcommittee  will  do  that,  and  I  thank  you. 

[The  prepared  statement  of  Mrs.  Collins  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  Thank  you  very  much.  Representative  Col- 
lins, for  your  excellent  testimony. 

I  think  these  kinds  of  personal  anecdotes  say  much  more  than 
all  the  dry  statistics  that  we  have  heard  about  for  the  last  couple 
of  hours.  The  fact  that  you  point  out,  that  these  fees  are  devastat- 
ing to  the  most  vulnerable  people  in  the  society,  is  absolutely  on 
target. 

It  is  one  thing  if  you  have  $1,000  or  $5,000  in  your  account.  Not 
only  can  you  absorb  the  fees,  but  in  many  cases  they  are  simply 
waived.  It  is  really  the  people  that  are  on  the  edge  that  end  up 
having  a  greater  percentage  of  bounced  checks,  a  greater  percent- 
age of  the  kinds  of  fees  that  the  banks  are  making  these  large  in- 
creases on.  And  it  seems  to  me  that  we  have  got  to  work  together 
in  Congress  to  try  to  make  certain  that  there  is  some  balance  to 
the  approach  that  they  take. 

So  we  thank  you  very  much  for  your  testimony  this  morning. 

Mrs.  Collins.  Thank  you  very  much,  Mr.  Chairman. 

There  is  one  other  thing  I  would  like  to  say  that  I  think  is  going 
to  come  about.  If  I  heard  correctly,  I  believe  I  heard  the  Vice  Presi- 
dent say  something  about  one  of  these  days  perhaps  there  is  going 
to  be  like  a  universal  credit  card  where  all  the  Federal  monies  and 
expenditures  for  whatever  they  are  goin^  to  be  are  going  to  be  in 
one  lump  sum  and  you  are  going  to  be  given  a  Federal  credit  card 
along  with  this  information  and  superhighway  stuff.  If  that  hap- 
pens and  all  the  money  goes  through  all  the  banks  and  everybody 
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is  given  this  credit  card,  the  bank  fees  are  going  to  absolutely  ex- 
plode and  we  aren't  going  to  be  able  to  keep  up  those  fees.  The  fees 
are  going  to  eat  up  every  bit  of  the  money  the  government  provides 
for  the  services  of  the  people. 

I  thank  you  very  much. 

Chairman  Kennedy.  Thank  you  very  much.  You  are  excused 
from  the  subcommittee,  but  we  very  much  appreciate  your  efforts 
and  your  continued  advocacy  for  our  Nation's  consumers.  Thank 
you. 

Our  next  and  final  panel  is  replete  with  individuals  that  have  a 
lot  of  hard  hitting  and  difficult  experience  with  regard  to  this  issue. 
I  would  ask  our  witnesses  to  please  come  forward  to  the  table. 

We  want  to  welcome  all  of  our  witnesses  here  this  morning.  I 
would  ask  Julie  Wingerter  to  come  forward;  Ryan  Cobb;  Grerri 
Detweiler;  Chris  Lewis;  Jim  Culberson;  and  Ed  Mierzwinski. 

Please,  come  forward  and  have  a  seat.  We  will  have  your  entire 
written  statements  submitted  for  the  record.  I  would  ask  you  to  try 
to  limit  your  oral  statements  to  5  minutes  in  the  interests  of  time. 

Our  first  witness  of  this  panel  is  Ryan  Lorraine  Cobb.  She  is  a 
hard-working  student  who  has  recently  graduated  from  the  fifth 
grade.  During  the  past  2  years,  Ryan  has  generously  served  our 
community  through  participation  in  the  local  Junior  Girl  Scouts  of 
America  organization.  Prior  to  her  endeavors  as  a  Girl  Scout,  she 
was  an  accomplished  Brownie.  She  is  accompanied  by  her  father, 
Joe  Cobb. 

Joe,  I  should  point  out,  I  learned  yesterday  he  actually  worked 
on  your  side  of  the  aisle,  Mr.  McCandless,  so  he  is  not  necessarily 
somebody  we  went  out  and  found,  but  rather  came  forward  to  us 
with  Ryan's  story  which  is  just  heart  rending  in  terms  of  the  prob- 
lems she  has  encountered. 

Mr.  McCandless.  Cream  rises  to  the  surface,  Mr.  Chairman. 

Chairman  Kennedy.  Well,  certainly,  it  does  in  the  form  of  Ryan. 

Ryan,  we  really  want  to  welcome  you  here  this  morning.  All  you 
have  to  do  is  read  that  statement  to  us,  and  let  us  ask  you  a  few 
questions.  You  are  more  than  welcome.  You  are  amongst  friends. 
Please,  go  ahead  and  make  your  statement. 

STATEMEIVT  OF  RYAN  LORRAINE  COBB,  RESIDENT  OF 

ARLINGTON,  VA 

Ms.  Cobb.  Mr.  Chairman  and  members  of  the  Banking  Commit- 
tee, my  name  is  Ryan  Cobb.  I  am  10  years  old.  I  have  just  finished 
the  fifth  grade  at  Taylor  Elementary  School  in  Arlington,  Virginia. 

I  have  been  a  Junior  Girl  Scout  for  the  past  2  years,  and  before 
that  I  was  a  Brownie. 

Every  year,  the  Girl  Scouts  sell  cookies  to  raise  money  for  activi- 
ties. This  year  the  money  we  raised  helped  pay  for  a  weekend  trip 
that  my  Girl  Scout  troop  took  to  the  Franklin  Science  Museum  in 
Philadelphia.  This  year  I  sold  the  most  cookies  in  my  Girl  Scout 
troop.  I  sold  153  boxes  of  cookies.  Some  of  the  people  who  bought 
my  cookies  wrote  me  a  check. 

My  dad  thought  it  would  be  a  good  idea  to  open  a  bank  account 
for  me  to  deposit  their  checks.  I  got  a  savings  account  and  a  check- 
ing account  and  an  ATM  card.  My  dad  showed  me  how  to  use  the 
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ATM  card  to  get  cash  and  how  to  write  checks  every  week  to  pay 
for  my  school  lunch  and  also  to  pay  for  book  orders. 

We  opened  my  bank  account  at  the  State  Department  Credit 
Union  last  January,  where  my  dad  also  has  a  bank  account.  I  sold 
cookies  in  February  and  delivered  them  in  March.  After  everybody 
paid  me  for  the  cookies,  we  deposited  all  the  checks  I  got  in  my 
bank  account. 

One  lady  gave  me  a  check  that  bounced.  When  the  State  Depart- 
ment Credit  Union  found  out  that  the  lady's  check  bounced,  they 
took  $12  out  of  my  bank  account.  Then  they  waited  1  week  and 
tried  to  get  the  money  from  the  lady  again,  but  her  check  was  still 
no  good.  So  they  took  another  $12  out  of  my  bank  account.  The 
State  Department  Credit  Union  wrote  me  a  letter  explaining  that 
the  lady's  check  was  no  good,  but  I  did  not  understand  they  were 
also  taking  $24  out  of  my  bank  account,  since  it  was  not  my  fault. 

Meanwhile,  I  was  writing  my  checks  every  Monday  to  buy  my 
school  lunch,  which  costs  $7  each  week.  In  April,  I  wrote  a  check 
that  bounced.  My  check  would  have  been  OK  if  the  $24  that  the 
State  Department  Credit  Union  took  had  been  in  my  bank  account. 

When  the  office  at  Taylor  School  told  me  that  I  had  to  bring 
them  $7  in  cash  because  the  check  I  wrote  was  no  good,  they  said 
I  had  done  something  wrong,  but  it  was  really  the  State  Depart- 
ment Credit  Union.  I  had  to  pay  another  $15  penalty  for  that 
check. 

All  three  penalties  I  had  to  pay  added  up  to  $39,  which  is  more 
than  I  made  from  selling  cookies. 

Thank  you  for  asking  me  to  come  here  and  tell  Congress  about 
my  bank  account.  I  understand  that  when  people  write  checks  and 
don't  have  enough  money  in  the  bank,  then  they  will  have  to  pay 
a  penalty  for  bouncing  a  check.  But  I  do  not  think  it  is  right  for 
the  State  Department  Credit  Union  to  take  extra  money  from  peo- 
ple like  me  who  get  paid  with  a  bad  check.  That  is  somebody  else's 
mistake,  and  I  think  that  the  person  who  makes  the  mistake 
should  pay  for  it. 

Thank  you. 

[The  prepared  statement  of  Ms.  Cobb  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  Ryan,  thank  you  very  much  for  your 
statement. 

The  injustice  that  you  feel  is  the  same  kind  of  injustice  that  oth- 
ers in  similar  circumstances  feel  across  our  country,  and  you  do  an 
excellent  job  of  bringing  to  light  the  reason  why  we  are  having  this 
hearing  today. 

So  we  want  to  thank  you  very  much  for  making  your  statement. 
I  know  that  the  members  of  the  subcommittee  want  to  ask  you  a 
couple  of  questions,  so  if  you  could  just  hang  on  for  a  few  more 
minutes,  we  will  allow  the  rest  of  the  witnesses  to  make  their 
statements,  and  we  will  come  back  and  ask  you  some  questions, 
OK? 

Ms.  Cobb.  OK 

Chairman  KENNEDY.  Our  next  witness  is  Julie  Wingerter,  who 
will  be  testifying  on  behalf  of  the  Honorable  Pat  Quinn,  the  treas- 
urer of  the  State  of  Illinois. 
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Ms.  Wingerter  is  the  director  of  the  consumer  finance  in  the 
treasurer's  office.  She  researches  and  drafts  legislation  on  issues 
concerning  consumer  credit  and  access  to  bank  services. 

Ms.  Wingerter,  thank  you  very  much  for  coming  on  such  short 
notice.  We  have  been  looking  forward  to  your  testimony.  Please, 
proceed  for  5  minutes. 

STATEMENT  OF  JULIE  WINGERTER,  DIRECTOR  OF  CONSUMER 
FINANCE,  ILLINOIS  STATE  TREASURER'S  OFFICE 

Ms.  Wingerter.  Thank  you  very  much,  Chairman  Kennedy  and 
members  of  the  subcommittee. 

On  behalf  of  State  Treasurer  Quinn,  I  want  to  thank  you  for  in- 
viting the  treasurer  to  testify.  Treasurer  Quinn  fully  intended  to  be 
here  today  but  was  informed  yesterday  his  presence  was  required 
in  Illinois  because  of  a  constitutional  lawsuit  about  legislative 
reform. 

Since  he  took  office,  Treasurer  Quinn  has  worked  to  eliminate 
the  number  of  Illinois  consumers  who  fall  outside  of  the  financial 
mainstream.  He  has  created  a  department  of  consumer  finance 
within  the  State  Treasurer's  Office  and  has  aggressively  pursued 
legislation  and  programs  which  benefit  consumers. 

This  spring  the  Treasurer's  Office  undertook  a  study  of  the  types 
of  fees,  services,  and  account  structures  offered  by  Illinois  financial 
institutions.  The  purpose  of  this  study  was  to  analyze  current 
trends  and  practices  in  the  banking  industry  that  are  burdensome 
to  the  average  consumer. 

The  Treasurer's  Office  found  that  Illinois  financial  institutions 
regularly  charge  customers  a  wide  variety  of  fees  for  services. 
Among  the  fees  assessed  consumers  are  fees  for  ATM  usage,  check 
writing,  and  account  maintenance. 

In  addition,  there  are  fees  for  stopping  payments  on  checks 
because  they  are  lost  in  the  mail  and  fees  for  deposit  items 
returned — both  of  which  are  examples  of  circumstances  which  are 
beyond  the  consumer's  control. 

Treasurer  Quinn  has  been  particularly  concerned  about  the  de- 
posit item  returned  fee,  which  could  also  be  called  a  bank  holdup 
fee.  In  effect,  a  DIR  fee  makes  the  consumer,  who  has  been  victim- 
ized once  by  being  the  recipient  of  a  bad  check,  a  victim  a  second 
time — this  time  of  the  bank. 

Our  study  of  223  Illinois  financial  institutions  found  that  4  of  10 
surveyed  charge  a  DIR  fee.  The  average  fee  was  $6.95,  which  is 
more  than  $1  above  the  national  average  fee.  The  smallest  fee  was 
50  cents,  the  largest  $20. 

In  addition  to  charges  assessed  to  consumer  accounts,  the  State 
of  Illinois  is  also  charged  a  fee  when  an  individual  gives  the  State 
a  check  that  bounces.  This  check  may  be  written  for  income  taxes, 
driver's  licenses,  license  plates,  or  other  items.  In  calendar  year 
1993,  the  State  of  Ilhnois  paid  more  than  $100,000  in  DIR  fees. 

In  response  to  the  prevalence  of  the  DIR  fee,  the  treasurer  has 
taken  a  number  of  actions.  In  early  June  a  letter  was  sent  to  all 
banks  in  Illinois  asking  them  to  cease  charging  consumers  and 
agencies  of  government  for  the  indiscretions  and  poor  record- 
keeping of  others. 
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In  addition,  the  treasurer  sent  a  letter  to  all  49  State  treasurers 
informing  them  of  the  results  of  the  Illinois  study  and  askmg  them 
to  make  the   same  request  of  the  financial  institutions  m  their 

States. 

At  the  upcoming  conference  of  the  National  Association  of  State 
Treasurers  Treasurer  Quinn  will  introduce  a  resolution  asking 
banks   to   eliminate   the   DIR  fee  for   consumer   and   government 

^ccoun^s 

In  addition  to  our  study  of  DIR  fees,  the  Treasurer's  Office  also 
analyzed  ATM  fees  in  Illinois.  The  results  showed  that  76  charge 
a  fee,  70  percent  charge  for  usage  of  another  bank's  ATM,  and  the 

fees  range  from  15  cents  to  $2.  ,  ,     .  ,    .  ^l•      r       •      ^ 

In  April,  Treasurer  Quinn  proposed  legislation  calhng  for  simple 
disclosure  of  the  costs  involved  in  ATM  transactions.  The  legisla- 
tion requires  that  the  fees  imposed  on  the  consumer  be  posted  on 
the  screen  of  the  ATM  and  remain  visible  until  the  consumer  exer- 
cises an  option  to  continue  with  the  transaction.  The  legislation 
also  requires  that  the  cost  of  the  transaction  be  printed  on  the 

receiiit 

The  issue  of  ATMs  and  rising  fees  is  of  particular  relevance  in 
Illinois  now,  not  only  because  of  the  large  numbers  of  ATM  users, 
but  also  because  Illinois  is  preparing  for  Electronic  Benefits  Trans- 
fer, in  which  public  benefits  are  delivered  to  recipients  via  an  ATM 

Currency  exchanges  provide  another  example  of  financial  institu- 
tions that  charge  exorbitant  fees  and  profit  at  the  expense  of  those 
who  can  least  afford  it.  Currency  exchanges  are  privately  operated 
check-cashing  facilities.  In  Chicago,  for  example,  97  percent  of  pub- 
lic assistance  checks  are  delivered  through  currency  exchanges. 

Currency  exchanges  profit  by  charging  a  flat  fee  as  well  as  a  per- 
centage of  the  check  issued.  In  Illinois,  the  current  fee  schedule  is 
90  cents  plus  1.2  percent  of  the  value  of  the  check.  That  represents 
a  fee  of  fc.30  per  month  for  a  typical  benefits  check  of  $367  for  a 
family  of  three.  They  are  charged  $5.30  per  month. 

In  December  1992,  the  treasurer  introduced  the  Smart  Money 
Program  to  provide  competition  to  the  high  fees  of  currency  ex- 
changes. Smart  Money  accounts  are  lifehne  checking  accounts 
which  allow  an  individual  to  directly  deposit  their  monthly  public 
benefit  check  into  a  little  or  no-cost  checking  account.  There  are  ap- 
proximately 700  banks  in  Illinois  that  participate  in  this  program, 
and  there  are  2,400  participants. 

To  keep  check-cashing  fees  at  a  reasonable  level.  Treasurer 
Quinn  proposes  there  be  national  legislation  which  limits  fees  to  $1 
for  check  cashing.  While  programs  such  as  Smart  Money  help  to 
lower  the  costs  and  increase  consumer  access,  more  is  needed. 

State  Treasurer  Quinn  is  a  strong  proponent  of  establishing  a 
national  financing  consumers  association  as  well  as  State  associa- 
tions. These  would  be  not-for-profit  groups  that  would  represent 
consumers  who  have  checking  or  savings  accounts,  use  credit  cards, 
or  have  currency  exchanges.  ,      •- 1 

Chairman  Kennedy.  Ms.  Wingerter,  maybe  we  could  submit  the 
rest  of  your  statement  for  the  record.  Would  that  be  OK?  If  you 
want  to  take  30  seconds  to  conclude,  that  would  be  fine. 
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Ms.  WiNGERTER.  The  fees  and  practices  described  above  illustrate 
that  Illinois  consumers  are  increasingly  being  gouged  and  victim- 
ized by  escalating  bank  fees.  Both  legislative  and  programmatic 
means  must  be  used  to  reverse  this  trend. 

[The  prepared  statement  of  Ms.  Wingerter  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  Thank  you  very  much. 

Our  next  witness  is  Gerri  Detweiler,  a  consultant  to  the  credit 
card  industry.  She  is  a  former  director  of  Bankcard  Holders  of 
America.  She  has  produced  several  articles  addressing  consumer 
concerns. 

We  very  much  thank  you  for  appearing  before  this  subcommittee. 
I  look  forward  to  your  testimony.  Please  proceed  for  5  minutes. 

STATEMENT  OF  GERRI  DETWEILER,  CREDIT  CARD 

CONSULTANT 

Ms.  Detweiler.  Thank  you  very  much  for  the  opportunity  to 
testify. 

Much  of  the  information  I  am  going  to  present  today  was  devel- 
oped when  I  was  at  Bankcard  Holders  of  America  and  is  contained 
in  some  reports  we  developed  there.  I  am  going  to  talk  about  credit 
card  fees. 

Last  year,  issuers  collected  $2  billion  in  annual  fees,  $1.9  billion 
in  late  and  over-the-limit  fees,  and  $900  million  in  cash  advance 
fees.  So  cash  advance  fees,  late  fees,  and  over-the-limit  fees  actu- 
ally brought  in  more  revenue  than  the  up-front  annual  fees. 

Latent  over-the-limit  fee  revenue  grew  dramatically  last  year,  19 
percent  over  the  year  before.  Cash  advance  fee  revenue  grew  29 
percent. 

In  addition,  the  number  of  banks  charging  these  back-end  fees  is 
increasing  each  year,  and  the  amount  they  are  charging  is  growing 
as  well. 

The  problem  I  have  with  many  of  these  fees  is  that  they  distort 
the  true  cost  of  credit  and  they  make  it  nearly  impossible  for  con- 
sumers to  accurately  compare  offers  and  shop  around.  We  are  talk- 
ing a  lot  today  about  the  ability  of  consumers  to  shop  around.  But 
in  many  cases  they  simply  can't  translate  these  fees  into  something 
that  would  make  it  easy  for  them  to  compare  offers. 

In  terms  of  late  fees,  last  year  nearly  90  percent  of  late  accounts 
paid  a  late  fee  averaging  $13.  Sometimes  it  is  a  flat  fee,  sometimes 
it  is  a  minimum  percentage  due.  Sometimes  the  issuer  will  give  the 
consumer  a  grace  period,  say  20  days  before  they  assess  a  late  fee. 
Sometimes  they  will  charge  it  if  the  consumer  is  only  1  day  late. 

The  problem  with  late  fees  is  the  amounts  and  when  they  are 
charged.  Of  course,  as  the  amounts  can  be  $10,  $20,  they  can  hike 
the  effective  interest  rate  on  one  of  these  transactions  to  easily 
anywhere  from  20  to  40  percent,  depending  on  the  underlying  in- 
terest rate.  And,  of  course,  the  fact  that  sometimes  they  are 
charged  when  a  person  is  just  1  day  late  means  you  can  put  the 
payment  in  the  mail,  it  doesn't  make  it  on  time,  and  you  are  as- 
sessed a  $10  or  $15  late  fee. 

There  is  also  a  question  as  to  whether  they  need  to  be  charged 
at  all,  since  the  interest  charge  is  supposed  to  include  some  delin- 
quency. It  is  supposed  to  include  a  level  of  risk  and  still  make  the 
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issuer  a  profit.  So  adding  these  fees  is  in  many  cases  just  gravy  for 
the  issuers. 

Over-the-Hmit  fees  are  also  a  problem.  They  are  growing  dra- 
matically. We  think  this  fee  is  really  egregious.  The  issuers  will  tell 
you  they  have  to  charge  an  over-tne-Timit  fee  because  the  person 
who  goes  over  the  limit  is  an  increased  credit  risk. 

The  truth  is  that  almost  all  credit  card  transactions  these  days 
are  authorized  at  the  point  of  sale.  If  they  think  that  transaction 
is  risky,  thev  can  simply  decline  it  at  the  point  of  sale.  They  don't 
have  to  let  tne  consumer  go  over  the  limit  and  then  slap  them  with 
a  $15  or  $20  over-the-limit  fee. 

Cash  advance  fees,  these  often  really  distort  the  cost  of  how 
much — they  distort  the  true  cost  of  credit  when  consumers  borrow 
through  cash  advance  fees.  This  again  can  happen  at  an  ATM  or 
at  a  bank  with  those  checks  that  many  banks  send  you  these  days 
that  you  can  use  just  like  a  personal  check. 

The  average  cash  advance  fee  is  about  $5.24,  but  if  you  look  at 
it  in  terms  of  how  much  the  consumer  is  borrowing,  I  have  seen 
effective  rates  from  money  borrowed  with  cash  advance  as  high  as 
42  percent.  And  this  shows  up  on  consumer  statements  after  they 
have  already  taken  out  the  cash  advance. 

State  laws,  there  are  28  States  that  regulate  late  fees.  The  prob- 
lem is  treasurers  cannot  regulate  the  banks  that  are  importing 
credit  cards  from  out  of  State.  So  if  you  are  in  California  and  your 
card  comes  from  Delaware,  Delaware  law  prevails.  That  makes  it 
very  difficult  for  the  States  to  provide  any  kind  of  meaningful 
regulation. 

If  they  do,  they  are  only  regulating  in  State  banks,  and  the  in- 
State  banks  say  if  you  don't  drive  your  laws,  we  will  take  our  busi- 
ness elsewhere,  and  that  has  been  happening. 

I  want  to  wrap  up  by  saying  the  three  things  Congress  can  do 
in  this  case:  One,  they  can  restore  to  the  States  the  power  to  regu- 
late in  and  out  State  issuers,  they  can  set  limits  across  the  board, 
and  I  hope  that  they  would  ban  over-the-limit  fees,  since  those  are 
the  most  egregious. 

The  third  would  be  to  do  nothing,  in  which  case  I  think  we  are 
going  to  see  more  and  more  fees,  and  I  think  we  are  going  to  see 
more  and  more  creative  ways  of  charging  consumers  on  the  back 
end  rather  than  telling  them  up  front  how  much  the  credit  card 
loan  costs. 

Thank  you. 

[The  prepared  statement  of  Ms.  Detweiler  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  Thank  you  very  much. 

Our  next  witness  is  Chris  Lewis,  the  director  of  banking  and 
housing  policy  at  the  Consumer  Federation  of  America.  From  1989 
to  1992,  Mr.  Lewis  served  as  the  legislative  director  of  the  National 
Community  Organization,  ACORN. 

Mr.  Lewis,  we  are  all  looking  forward  to  your  testimony.  Please, 
proceed  for  5  minutes.  Thank  you. 

STATEMENT  OF  CHRIS  LEWIS,  DIRECTOR,  CONSUMER 
FEDERATION  OF  AMERICA 

Mr.  Lewis.  Thank  you,  Mr.  Chairman. 
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The  Consumer  Federation,  as  this  subcommittee  is  well  aware, 
has  long  been  concerned  about  the  impact  of  escalating  bank  fees 
on  the  cost,  accessibility,  and  availability  of  retail  banking  services 
for  consumers,  financial  services  that  are  essential  to  the  day-to- 
day functions  and  lives  all  of  consumers. 

All  available  evidence,  Mr,  Chairman,  points  to  the  fact  that 
bank  fees  are  simply  out  of  control.  There  are  no  brakes,  no  guard 
rails,  and  no  stop  signs  in  the  banking  industry's  increasingly  rapid 
race  to  grab  fees  and  more  fees  from  consumers  for  holding  and  ad- 
ministering their  funds. 

We  believe  that  the  dizzying  array  of  entry  charges,  fees,  and 
surcharges  are  unfairly  depriving  working  families  of  billions  of 
dollars  annually.  The  rise  in  fees  and  increasing  complexity  of  the 
fee  system  have  created  a  burdensome  and  expensive  banking  sys- 
tem that  places  huge  costs,  over  $15  billion  as  was  reported  earlier 
this  morning,  on  middle-class  consumers  and  often  lowering  con- 
sumers right  out  of  the  federally  supported  banking  market. 

The  banking  industry  has  become  addicted  to  deposit  account 
fees.  Today  consumers  face  literally  hundreds  of  charges  for  ac- 
count reconciliation,  even  for  deposit  corrections,  that  were  errors 
made  by  the  bank,  for  check  sorting,  to  ATM  cards,  for  dormant 
ATM  cards,  as  well  as  the  traditional  fees  for  monthly  maintenance 
accounts,  stop  payments,  and  ATM  transactions. 

The  aggregate  numbers  tell  just  how  out  of  control  the  bankers' 
fee  frenzy  is.  According  to  the  FDIC,  aggregate  service  charges  on 
deposit  accounts  at  commercial  banks  increased  from  $10.3  billion 
in  1989  to  $14  billion  in  1992,  and  apparently  this  year  it  is  $15 
bilHon.  From  1989  to  1992,  that  is  a  35  percent  increase  in  3  short 
years. 

Included  as  appendix  1  in  my  written  statement  is  a  table  show- 
ing the  aggregate  increase  in  service  charges  over  the  last  20  years. 

Although  there  is  a  general  increase  throughout  that  period,  it 
is  important  to  note  that  fees  have  grown  precipitously  in  the  last 
3  or  4  years.  Similarly,  the  ratio  of  fees  collected  per  dollar  of  de- 
posit has  doubled  in  the  same  period  and  similarly  rises  rapidly  in 
the  last  3  to  4  years. 

The  Federal  Reserve  Board  report  contains  the  fact  that  from 
1992  to  1993,  in  1  year,  the  median  monthly  maintenance  fees  for 
fee-only  checking  increased  a  whopping  60  percent  in  1  year.  That 
is,  the  Federal  Reserve  kindly  notes,  quote,  'The  increase  is  signifi- 
cantly larger  than  the  roughly  4  percent  CPI  for  the  same  period." 
Significant  indeed.  Fifteen  times  makes  significant  a  bit  of  an 
understatement. 

It  is  significant,  as  you  noted,  Mr.  Chairman,  the  bank  fees  paid 
by  consumers  continue  to  skyrocket  and  spread.  Quarter  after 
quarter  the  industry  has  been  raking  in  record  earnings,  over  $32 
billion  in  1992.  Given  these  exorbitant  profits,  there  is  simply  no 
economic  need  or  rationale  for  escalating  bank  fees. 

Banking  services  are  a  basic  necessity  of  modem  life.  To  be  a 
functional  productive  member  of  our  society,  you  must  maintain  at 
least  a  checking  account,  and  there  is  an  enormous  penalty  and 
burden  placed  on  consumers  who  lack  access  to  transaction 
accounts. 
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Unfortunately,  it  is  the  nature  of  the  banking  business  that  once 
a  consumer  signs  a  signature  card  for  an  account,  they  are  effec- 
tively stuck  with  that  institution.  This  is  one  of  the  difficulties  with 
the  suggestion  which  we  certainly  promote  that  consumers  shop.  It 
is  very  difficult  for  consumers  to  shop.  Banking  transactions  are 
not  like  buying  a  quart  of  milk,  in  which  if  you  don't  like  the  price 
you  can  walk  across  the  street.  It  is  very  difficult  to  pick  up  and 
conduct  a  financial  transaction  at  a  competing  institution  when  you 
are  in  immediate  need  of  consummating  that  transaction. 

My  written  statement  does  discuss  a  number  of  recent  studies 
that  we  have  conducted  over  the  last  year  that  speak  to  over  $5V4 
billion  in  income  off  of  bounced  check  fees  alone,  as  well  as  a  recent 
study  on  ATM  transactions,  fees  and  profitability. 

We  do  note  in  that  study,  as  Mrs.  Collins  pointed  out,  that  over 
the  last  3  years,  the  average  costs  of  maintaining  an  ATM  have  ac- 
tually gone  down  as  the  fees  have  increased. 

I  additionally  note  and  would  like  to  point  out  in  our  written 
statement  we  discuss  a  number  of  industry  practices  that  suggest 
that  the  use  of  ATMs  is  more  for  fee  generation  and  not  for  provid- 
ing convenience  for  consumers.  These  include  charges  for  teller 
transactions  that  force  consumers  on  to  ATM  machines,  deploying 
ATMs  at  locations  to  serve  noncustomers,  offering  free  ATM  trans- 
actions until  customers  are  hooked,  and  other  practices  that  again 
underscore  that,  as  we  noted  in  our  report,  that  ATM  machines 
look  more  and  more  like  cash  cows. 

I  do  make  three  recommendations  in  our  statement  that  we 
would  hope  the  subcommittee  would  consider. 

First,  we  do  think  that  the  subcommittee  ought  to  consider  ban- 
ning all  fees  where  banks  provide  no  tangible  benefit  to  consumers. 
And  we  note  specifically  that  national  ATM  network  surcharges  are 
very  important  in  that  regard. 

We  recommend  standard  price  disclosing  of  deposit  services,  and 
recommend  that  the  subcommittee  push  the  regulatory  agencies  to 
promote  competition  by  actively  disseminating  to  the  public  stand- 
ard consumer  shopping  guides  on  a  market  by  market  basis. 

We  will  be  glad  to  work  with  the  subcommittee  in  its  efforts  to 
correct  the  problem. 

[The  prepared  statement  of  Mr.  Lewis  can  be  found  in  the 
appendix.] 

Chairman  KENNEDY.  Thank  you,  very  much,  Mr.  Lewis,  for  your 
excellent  testimony. 

It  seems  like  the  weight  of  the  banking  world  is  on  your  shoul- 
ders, Mr.  Culberson.  You  have  heard  several  witnesses  talk  about 
some  of  the  fee  structures  that  have  occurred  today.  So  we  are  very 
much  looking  forward  to  your  testimony. 

Jim  Culberson  is  the  cnairman  and  chief  executive  officer  of  the 
First  National  Bank  and  Trust  Co.,  of  Asheboro,  North  Carolina. 
He  is  also  cochairman  of  the  ABA,  Government  Relations  Council. 
Prior  to  his  current  position,  Mr.  Culberson  was  the  chairman  of 
the  Community  Bankers  Council  and  delegate  to  the  Banking 
Leadership  Conference. 

We  very  much  thank  you  for  joining  with  us  this  morning  and 
we  are  looking  eagerly  forward  to  your  testimony,  Mr.  Culberson. 
Please  proceed  for  5  minutes. 
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STATEMENT  OF  JAMES  M.  CULBERSON,  CHAIRMAN  AND  CEO, 
FIRST  NATIONAL  BANK  AND  TRUST  CO. 

Mr.  Culberson.  Thank  you,  Mr.  Chairman,  and  members  of  the 
subcommittee.  I  am  pleased  to  represent  the  views  of  the  American 
Bankers  Association  at  this  hearing  today. 

The  setting  of  fees  for  services  is  an  issue  that  I  and  other  bank- 
ers struggle  with  every  day.  At  First  National,  we  have  some 
25,000  deposit  customers  and  many  more  loan  and  trust  customers. 
We  have  to  win  over  each  one  of  them  every  day.  We  do  that  by 
providing  a  high  level  of  service,  convenience,  and  flexibility  at 
competitive  prices. 

Mr.  Chairman,  if  there  is  one  point  that  I  would  like  to  make 
today,  it  is  that  I  cannot — nor  can  any  banker — set  prices  in  a  vac- 
uum. Competition  is  simply  too  great  and  today's  consumers  are  far 
too  smart  to  pay  for  services  that  they  don't  believe  provide  real 
value. 

Let  me  expand  on  this  briefly  by  describing  four  key  characteris- 
tics that  define  the  financial  services  marketplace. 

First,  bank  customers  today  demand  more  than  just  low  prices. 
They  demand  real  value  for  their  dollar,  including  quality,  selec- 
tion, convenience,  and  security — as  well  as  competitive  prices. 

Second,  bank  fees  and  interest  rates  are  determined  by  intense 
competition  among  financial  service  providers.  In  fact,  there  are 
over  40,000  firms  competing  for  customers'  financial  business.  This 
keeps  fees  low  and  quality  high. 

Third,  banks  provide — in  writing — all  fees  associated  with  all 
loans  and  all  deposit  accounts.  Banks  are  subject  to  detailed  and 
extensive  disclosure  laws  such  as  truth  in  lending  and  truth  in  sav- 
ings. Consumers  have  more  than  enough  information  readily  avail- 
able to  allow  them  to  make  informed  decisions. 

Fourth,  competition  has  created  a  great  many  choices  for  con- 
sumers, allowing  them  to  tailor  services  to  suit  their  needs. 

Mr.  Chairman,  there  was  a  time  under  regulation  Q  when  many 
of  us  were  used  to  a  completely  different  competitive  norm.  Under 
regulation  Q,  ceilings  were  set  that  precluded  deposit  interest  rate 
competition.  Because  banks  could  not  explicitly  pay  market  rates 
of  interest  on  deposit,  though  found  other  ways  to  implicitly  pay 
higher  interest.  For  example,  there  were  fewer  fees  charged  on  the 
services  provided  with  deposit  accounts,  and  giveaways  like  free 
toasters  and  dishes  and  silverware  and  blankets,  those  were 
common. 

But  this  is  not  the  environment  we  compete  in  today.  Technology 
has  blurred  the  lines  between  different  types  of  financial  service 
providers.  A  whole  host  of  competitors — not  just  other  banks — now 
vie  for  my  banking  customers.  Prices  for  financial  products  are  now 
set  by  a  market  consisting  of  11,000  banks,  2,000  savings  institu- 
tions, 13,000  credit  unions,  8,000  insurance  companies,  5,000  secu- 
rities firms,  and  400  investment  companies. 

Make  no  mistake  about  it,  even  in  a  fairly  small  town  like 
Asheboro,  competition  among  these  firms  is  intense.  The  thousands 
of  products  offered  by  thousands  of  providers  are  the  most  impor- 
tant reason  I  believe  today's  discerning,  value-oriented  consumer  is 
well  served  by  the  financial  services  sector. 
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Mr.  Chairman,  unlike  the  regulation  Q  days,  a  free  and  competi- 
tive process  guarantees  that  consumers  will  have  access  to  a  wide 
variety  of  services  at  the  lowest  possible  price.  And  because  all 
banks  provide  in  writing  all  account  fee  information  on  all  deposit 
accounts,  consumers  have  more  than  enough  information  for  com- 
parison shopping  before  opening  an  account. 

Mr.  Chairman,  I  thank  you  for  the  opportunity  to  share  the 
banking  industry's  view  of  the  financial  services  marketplace.  I 
look  forward  to  answering  any  questions  you  or  the  other  members 
of  the  subcommittee  may  nave. 

[The  prepared  statement  of  Mr.  Culberson  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  Thank  you  very  much,  Mr.  Culberson.  I  am 
looking  forward  to  asking  you  a  couple  of  questions. 

Our  fmal  witness  is  Ed  Mierzwinski,  a  consumer  advocate  with 
U.S.  PIRG.  He  has  offered  to  testify  before  Congress  on  a  number 
of  consumer  issues. 

We  very  much  look  forward  to  your  testimony.  You  are  once 
again  welcome  to  the  subcommittee.  Please  proceed  for  5  minutes, 
Ed. 

STATEMENT  OF  ED  MIERZWINSKI,  CONSUMER  PROGRAM 

DIRECTOR,  U.S.  PIRG 

Mr.  Mierzwinski.  Thank  you,  Mr.  Chairman  and  members  of  the 
subcommittee.  It  is  always  a  great  privilege  to  testify  before  the 
subcommittee.  I  am  very  pleased  with  a  lot  of  the  initiatives  that 
have  come  out  of  the  subcommittee,  particularly  under  your  leader- 
ship. 

Mr.  Chairman,  we  are  here  today  to  talk  about  the  critical  issue 
of  onerous  bank  fees  and  practices  that  are  both  gouging  the  mid- 
dle class  and  creating  a  new  underclass,  the  unbanked.  We  have 
had  the  pleasure  of  putting  out  a  number  of  reports  on  bank  fees, 
including  our  most  recent  report,  "Outrageous  Bank  Fees  Gouge  In- 
nocent Victims,"  that  have  reverberated  across  the  newspaper 
pages  of  the  country,  including  this  USA  Today  article. 

Along  with  the  Consumer  Federation  of  America,  we  have  been 
working  very  hard  to  identify  the  problem.  But,  quite  simply,  it  is 
an  easy  problem  to  identify.  It  affects  you;  it  affects  me;  it  affects 
Congresspeople;  it  affects  senior  citizens,  who  I  have  recently  spo- 
ken with;  it  affects  reporters,  who  I  have  recently  spoken  with 
about  their  bank  fee  problems;  and  it  even  affects  Girl  Scouts  try- 
ing to  earn  a  little  bit  of  money  selling  the  Girl  Scout  cookies. 

Bank  fees  are  gouging  everybody,  and  it  is  high  time  for  the  Con- 
gress to  do  something  about  it. 

We  have  identified  a  six-part  strategy  the  banks  use  to  raise 
fees.  First,  the  banks  raise  existing  account  fees;  second,  they 
unbundle  existing  fees — new  fees  from  existing  services;  third,  they 
trap  more  consumers  into  paying  fees  by  raising  the  minimum  bal- 
ances required  to  avoid  fees;  fourth — and  they  nave  done  this  one 
pretty  much  across  the  board — ^they  have  switched  those  minimum 
balances  from  averages  which  are  easier  to  maintain  to  minimums 
which  must  be  maintained  for  every  second  of  every  day;  fifth,  they 
have  eliminated  local  manager  discretion  to  waive  fees — as  Ryan 
Cobb  testified,  she  tried  to  get  the  fee  waived;  the  credit  union 


35 

chose  not  to  until  she  appeared  in  the  Washington  Post,  I  believe; 
and  sixth,  they  have  enacted  new  punitive  fees  and  they  have 
raised  those  punitive  fees  to  exorbitant  levels,  alleging  that  it  is  il- 
legal to  write  a  bounced  check,  it  is  irresponsible  to  write  a 
bounced  check,  so  we  are  going  to  charge  you  $25  to  try  to  prevent 
you  from  writing  illegal  checks. 

The  fact  of  the  matter  is,  Mr.  Chairman,  the  banks  are  fully 
aware  that  the  vast  majority  of  every  single  check  that  goes 
through  clears  the  second  time.  They  are  simply  gouging  the  Amer- 
ican public  for  a  cost  to  them  of  less  than  $1  or  $1.50,  depending 
on  which  study  that  you  look  at. 

I  want  to  point  out  that  small  businesses  bear  the  brunt  of  a 
number  of  these  fees  as  well.  I  have  a  number  of  items  that  I 
would  like  to  point  out  to  you  as  possible  areas  for  the  subcommit- 
tee to  go  forward  on  this  issue  of  bank  fees. 

First,  we  think  you  should  ban  some  bank  fees.  We  would  like 
to  start  out  with  the  deposit  item  return  fee,  which  we  think  is  par- 
ticularly egregious.  It  gouges  innocent  victims  who  deposit  someone 
else's  bounced  check.  Our  recent  report  found  that  banks  are  mak- 
ing a  profit  of  over  $1  billion  this  year  alone  on  that  fee. 

Second,  some  other  fees  you  might  consider  banning  include, 
number  one,  the  fee  for  an  on  us"  ATM  transaction.  Why  should 
I  pay  a  fee  for  using  my  own  bank's  own  ATM  machine,  which,  in 
fact,  I  believe  is  cheaper  than  going  to  a  teller? 

And  third,  even  though  I  believe  truth  in  savings  prohibits  fees 
for  increases  in  deposit  premiums,  I  believe  the  Congress  should 
explicitly  ban  that  fee,  because  I  have  seen  a  number  of  banks 
around  the  country  experimenting  with  charging  this,  a  deposit 
premium  fee. 

The  next  thing  is  to  enact  legislation  establishing  a  watchdog 
consumer  agency  called  the  Financial  Consumer  Association.  This 
is  an  insert  from  Pat  Quinn's  Citizen  Utility  Board.  Imagine  if,  in 
addition  to  your  fee  statement  when  you  got  your  checks  back, 
there  was  an  envelope  describing  a  consumer  watchdog  group 
founded  by  the  government,  and  the  consumer  could  take  that  en- 
velope and  mail  money  to  the  Financial  Consumers  Association. 

Another  thing  that  you  could  do  is  support  the  request  of  the 
Consumer  Federation  and  U.S.  PIRG  that  was  made  today  in  a  let- 
ter to  Anne  Bingaman  asking  the  Department  of  Justice  to  begin 
an  investigation  into  whether  the  bank's  fee  practices  are  a  viola- 
tion of  the  Sherman  Act,  the  antitrust  laws  of  the  United  States. 

In  addition,  you  should  immediately  enact  Mr.  Fields'  legislation 
requiring  banks  to  cash  government  checks  and  the  Torres-Allard 
legislation  requiring  lifeline  banking. 

Finally — and  this  is  one  that  I  think  is  particularly  important, 
because  we  are  not  talking  about  only  fees  but  also  about  prac- 
tices— I  said  the  banks  are  creating  a  new  underclass  of  the 
unbanked.  In  addition  to  their  high  fees,  it  is  my  view  that  banks 
are  abusing  the  checkhold  law,  and  that  they  are  holding  people's 
deposited  checks  for  too  long.  That  is  forcing  many  consumers  to 
go  to  overpriced  check  cashers,  with  the  vast  majority.  Increases  in 
technological  speed,  the  banks  are  getting  access  to  our  checks  al- 
most instantaneously,  yet  they  are  holding  them  at  a  minimum 
overnight,  most  local  checks  2  nights,  and  out-of-State  checks  for 
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5  nights.  We  would  ask  you  to  shorten  the  checkholds  under  the 
Expedited  Funds  Availability  Act. 

U.S.  PIRG  pledges  to  work  with  the  subcommittee  on  any  or  all 
of  these  recommendations. 

[The  prepared  statement  of  Mr.  Mierzwinski  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  Thank  you  very  much,  Mr.  Mierzwinski,  for 
all  the  issues  that  you  raised  in  a  short  period  of  time.  We  will  try 
to  follow  up  on  as  many  as  we  can. 

Ryan,  I  thought  I  just  heard  someone  say  that  your  credit  union 
actually  made  good  on  the  fees  this  morning.  Did  that  happen?  Did 
they  pay  you— did  they  reimburse  you  for  the  charges  that  they 
made  to  your  account  today? 

Ms.  Cobb.  Do  you  mean  about  the  $39? 

Chairman  Kennedy.  Yes. 

Ms.  Cobb.  Yes. 

Chairman  KENNEDY.  They  gave  you  the  $39  back? 

Ms.  Cobb.  Yes. 

Chairman  Kennedy.  My  God,  a  small  victory  for  this  subcommit- 
tee. That  is  terrific.  I  am  delighted. 

And  can  you  tell  me,  when  did  that  happen? 

Ms.  Cobb.  They  telephoned  my  dad  and  told  him  they  were  doing 
it  this  morning. 

Chairman  Kennedy.  This  morning.  Well,  I  don't  know  whether 
you  have  this  subcommittee  to  thank  or  The  Washington  Post,  but 
I  do  think  that  that  is — I  think,  a  positive  development,  and  what 
would  come  across  as  kind  of  an  admission  of  some  guilt  on  behalf 
of  the  institution  that  did  this  to  you. 

Somebody  said  they  made  a  contribution  to  the  Girl  Scouts  on 
your  behalf  as  well? 

Ms.  Cobb.  Yes,  they  are  donating  $100  to  the  Girl  Scouts. 

Chairman  KENNEDY.  You  know  what  I  would  do  next  year  is  go 
to  the  head  of  that  credit  union  and  ask  them  to  buy  a  few  boxes 
of  cookies. 

In  any  event,  I  just  want  to  ask  a  couple  of  questions.  First  of 
all,  have  you  been  able  to  maintain  your  account  with  the  credit 
union?  After  they  wiped  you  out,  when  they  took  away  your  $39, 
did  you  continue  to  have  an  account  there? 

Ms.  Cobb.  Yes,  I  still  have  my  bank  account. 

Chairman  Kennedy.  Was  there  any  money  in  the  account? 

Ms.  Cobb.  Is  there  any  money  in  the  account  now? 

Chairman  Kennedy.  Was  there  for  the  last  couple  of  months? 
Did  you  have  any  money  at  all  in  there? 

Ms.  Cobb.  Yes,  my  dad  and  I  have  made  deposits. 

Chairman  Kennedy.  When  you  got  informed  that  the  credit 
union  was  taking  your  money  away,  how  did  you  feel  about  it?  Did 
you  feel  they  were  doing  something  wrong? 

Ms.  Cobb.  Well,  I  was  sort  of  confused.  They  were  taking  my 
money  away,  and  I  didn't  do  anything  wrong. 

Chairman  Kennedy.  So  what  did  you  do?  Did  you  call  them  up, 
did  you  write  them  a  letter?  Did  you  talk  to  your  daddy? 

Ms.  Cobb.  I  talked  to  my  dad,  and  my  dad  wrote  them  a  letter, 
and  they  wrote  back. 

Chairman  Kennedy.  Do  you  remember  what  they  said? 
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Ms.  Cobb.  They  said  they  didn't  do  anything  wrong. 

Chairman  Kennedy.  And  did  you  feel  Hke  you  were  doing  some- 
thing wrong? 

Ms.  Cobb.  A  Httle  bit,  but  not  much.  My  lunch  money  check  did 
bounce. 

Chairman  Kennedy.  It  doesn't  sound  to  me  like  you  were  doing 
anything  wrong.  All  you  were  doing  was  trying  to  get  some  woman 
to  pay  her  bill  that  she  had  agreed  to  pay  when  she  took  her  cook- 
ies, right? 

So,  Ryan,  I  think  the  way  you  feel  is  the  way  a  lot  of  people  feel 
in  our  country;  and  they  have  a  very  hard  time  being  able  to  ap- 
peal or  make  any  changes  in  the  way  these  big  institutions  affect 
their  lives. 

So  by  coming  here  and  sharing  your  story — I  know  it  is  not  easy; 
it  is  kind  of  a  hard  thing  to  do  before  a  big  committee  with  a  lot 
of  people  looking  at  you  and  everything,  to  talk  about  things  like 
this — but  you  should  know  that  you  are  really  doing  something  im- 
portant, because  there  are  other  people  just  like  you  that  never  get 
a  chance  to  bring  their  stories  out,  never  get  a  chance  to  make  an 
appeal,  and  they  just  lose  the  money  out  of  their  accounts. 

You  even  heard  other  Members  of  Congress;  Ms.  Waters  talked 
about  how  it  happened  to  her,  Mrs.  Collins  talked  about  how  it 
happened  to  her. 

And  people  do  get  hurt  by  these  big,  huge  institutions  in  our 
country  that  feel  that  they  get  people  hooked,  and  ordinary  con- 
sumers have  no  place  to  turn. 

So  I  really  want  to  thank  you  very  much  for  coming  forward  and 
sharing  your  story.  I  hope  that  the  kind  of  action  that  took  place 
in  your  credit  union  today  won't  be  an  isolated  case,  and  that  we 
can  maybe  convince  people  like  Mr.  Culberson  and  the  other  banks 
that  are  here  that  they  should  maybe  try  to  be  a  little  more  sen- 
sitive to  the  needs  of  individual  consumers  like  you. 

So  thank  you  again  for  coming.  There  will  be  other  members  of 
the  subcommittee  that  probably  will  have  a  couple  of  questions,  but 
I  just  want  to  let  you  know,  I  think  you  are  a  star,  and  next  year 
if  you  have  got  any  more  of  those  cookies,  you  come  by  my  office 
and  I  will  buy  some,  OK? 

Ms.  Cobb.  OK 

Chairman  Kennedy.  Thank  you. 

Mr.  Culberson,  let's  talk  about  this  a  little  bit.  I  know  that  you 
have  indicated  in  your  testimony  that  you  think  that  this  is  a  very 
competitive  environment,  and  because  of  that  competition,  we 
shouldn't  worry  so  much  about  these  individual  fees,  that  in  fact 
you  would  say  they  are  competing. 

My  sense  is,  they  are  competing  all  right,  they  are  competing  in 
how  high  to  boost  the  fees  and  seeing  how  many  different  kinds  of 
services  they  can  boost  fees  on. 

But  let  me  just  ask  you  a  couple  of  questions  about  your  institu- 
tion. How  much  do  you  charge  for  bouncing  a  check? 

Mr.  Culberson.  $20. 

Chairman  KENNEDY.  And  how  much  does  it  cost  you  to  process 
the  bounced  check? 
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Mr.  Culberson.  Probably,  the  actual  processing  cost  may  be  $2, 
but  we  have  a  risk  involved  with  it  in  addition  to  just  the  process- 
ing cost. 

Chairman  Kennedy.  What  is  the  risk? 

Mr.  Culberson.  Well,  we  may  not  get  the  money  back.  We  lose 
money  on  some  of  those  checks.  We  bounce  it,  but  we  don't  get  it, 
sometimes. 

Chairman  Kennedy.  Can  you  tell  me  a  little  bit  about  the  DIR? 
Do  you  charge  a  depositor  of  your  institution  a  fee  in  addition  to 
the  amount  that  you  charge  tne  person  who  gave  you  a  bounced 
check? 

In  other  words,  let's  just  take  Ryan's  case  here.  If  Ryan  had  had 
an  account  in  your  institution,  would  she  have  been  charged  if  Mrs. 
McGillicuddy  had  bounced  a  check  for  Ryan's  cookie  account? 

Mr.  Culberson.  No. 

Chairman  Kennedy.  And  how  can  you  avoid  making  that 
charge? 

Mr.  Culberson.  Well,  most  consumers  have  very  few  third-party 
checks  that  they  deposit  to  their  account.  We  do  charge  it  on  com- 
mercial accounts.  For  example,  grocery  stores  get  lots  of  checks, 
and  we  charge  $2  to  the  grocery  stores,  but  we  do  not  do  individual 
accounts. 

Chairman  KENNEDY.  If  we  are  talking  about  the  reason  why  your 
institution  is  able  to  get  away  without  charging  the  fee,  but  other 
institutions  do  have  to  charge  a  fee,  if  you  put  on  your  hat  that 
says,  now  you  are  representing  all  the  bankers,  why  do  you  say 
fees  have  to  be  charged  by  all  these  other  institutions? 

Mr.  Culberson.  I  can't  answer  that.  From  my  standpoint,  we 
look  at  it  two  ways.  In  our  case,  we  have  competition,  very  heavy 
competition,  and  many  of  them  don't  charge  it,  so  that  is  a  competi- 
tive factor  to  us. 

Second,  as  I  mentioned  earlier,  it  is  a  real  complaint  issue  by  the 
individual  consumer,  and  there  is  not  enough  involved  in  the  num- 
ber of  transactions  involved  that  it  is  worth  the  complaints.  So  we 
don't  charge  it. 

Chairman  Kennedy.  When  you  told  me  earlier  you  need  to 
charge  these  fees  in  order  to  justify  the  losses  that  might  exist  on 
a  bounced  check,  doesn't  the  loss  occur  to  my  account  if  I  receive 
a  bounced  check? 

Mr.  Culberson.  If  you  receive  a  bounced  check,  you  are  my  de- 
positor  

Chairman  Kennedy.  If  you  are  getting  reimbursed  for  the  trans- 
action fee,  how  are  you  losing  money? 

Mr.  Culberson.  Well,  I  have  a  credit  risk  involved.  Sometimes 
that  money  never  comes  back.  It  has  already  cleared  the  account 
and  gone,  and  we  can't  find  it.  We  charge  off  many  checks 

Chairman  Kennedy.  Don't  you  just  charge  me  for  that?  It  is 
news  to  me — wait  a  second. 

If  I  receive  a  check  from  Mr.  Smith,  and  Mr.  Smith  bounces  a 
check  to  me,  are  you  telling  me  I  am  kept  whole,  I  get  the  amount 
of  money  that  Mr.  Smith  had  written  to  me,  if  he  writes  me  a 
check  for  $1,000,  you  are  going  to  make  the  $1,000  good? 

Mr.  Culberson.  If  you  receive  a  check  from  Mr.  Smith  and  you 
deposit  it  to  your  account  and  the  check  comes  back  from  Mr. 


39 

Smith's  bank,  we  return  the  check  to  you,  we  don't  make  any 
charge  to  you. 

Chairman  Kennedy.  I  understand  that.  But  the  fact  is  that  you 
also  then  charge  a  fee  for  the  two  bucks 

Mr.  Culberson.  No,  I  don't  charge  a  fee 

Chairman  KENNEDY.  You  just  told  me  you  charge  a  $20  fee. 

Mr.  Culberson.  That  is  not  Mr.  Smith's  bank  charges. 

Chairman  Kennedy.  Whose  account  do  you  charge? 

Mr.  Culberson.  I  don't  charge  either  one  in  that  example  you 
gave  me. 

If  you  put  a  check — write  a  check  against  your  account  and  you 
don't  have  enough  money  in  the  account,  we  bounce  your  check  and 
we  charge  you  $20. 

Chairman  Kennedy.  OK.  And  now,  what  costs  over  and  above 
that  $20  that  you  have  just  charged  me  do  you  incur  when  you 
bounce — when  I  bounce  a  check? 

Mr.  Culberson.  First  of  all,  you  have  done  something  illegal. 
You  have  written  a  check  without  money  in  your  account. 

Chairman  Kennedy.  I  understand  that.  I  appreciate  your  sense 
of  outrage  about  that.  But  the  fact  of  the  matter  is,  what  we  are 
dealing  with  is  what  your  cost  structure  is  and  whether  or  not  the 
institutions  around  the  country  are  gouging  people. 

Mr.  Culberson.  It  is  a  deterrent  to  you  not  to  write  checks  that 
bounce. 

Chairman  Kennedy.  So  now  you  are  in  law  enforcement? 

Mr.  Culberson.  I  am  not  in  law  enforcement. 

Chairman  Kennedy.  Let's  not  worry  about  law  enforcement. 
Let's  worry  about  whether  the  fees  you  are  charging  are  in  fact  too 
much. 

I  understand  that  you  are  saying,  there  is  a  lot  of  competition 
out  there,  therefore  if  I  can  charge  $20,  somebody  else  can  charge 
$19  and  I  am  going  to  lose  it.  My  sense  is,  that  is  not  happening, 
Mr.  Culberson,  and  what  you  in  fact  have  seen  is  reverse  competi- 
tion. You  are  seeing  competition  to  see  how  high  you  can  raise  the 
prices,  not  how  low  prices  can  go.  And  so  what  I  am  trying  to  drive 
at,  Mr.  Culberson,  is  it  seems  to  me  the  kinds  of  circumstances 
that  Ryan  is  under  are  happening  to  Ms.  Waters,  are  happening  to 
Mrs.  Collins,  and  are  happening  to  millions  of  people  around  this 
country  that  aren't  Congressmen,  aren't  Congresswomen,  but  are 
in  fact  just  plain  old  consumers;  and  those  people  are  getting 
charged  an  awful  lot  of  money. 

Your  fee  structures — not  yours,  I  don't  know  what  your  particu- 
lar institution  is,  but  banks  fee  structures  are  rising  dramatically, 
as  we  heard  even  the  Federal  Reserve  suggest  today;  and  there 
doesn't  seem  to  be  a  lot  of  reason  to  justify  that  rise,  other  than 
your  notion  that  you  should  be  in  the  police  business. 

Mr.  Culberson.  Well,  we  don't  like  to  handle  accounts  that 
bounce  checks  all  the  time.  That  is  a  problem  to  us. 

Chairman  Kennedy.  I  am  sure. 

Mr.  Culberson.  And  we  have  to  find  some  way  to  get  the 
consumer  to  quit  writing  bad  checks.  One  way  to  do  it  is  pricing. 

Chairman  Kennedy.  So,  basically,  what  we  have  here  is  an  ad- 
mission that  this  has  nothing  to  do  with  providing  a  service  to  the 
consumer,  to  deal  with  the  problems  that  they  are  facing,  but  it  is. 
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rather,  a  preventive  action  that  the  banks  are  taking  to  run  up 
prices  as  a  deterrent  to  bounced  checks.  Is  that  correct? 

Mr.  Culberson.  No,  that  is  not  correct. 

Chairman  KENNEDY.  I  thought  that  is  what  you  just  said. 

Mr.  Culberson.  We  have — in  addition  to  the  fee  we  charge,  we 
have  an  overdraft  type  of  availabihty  for  the  customer  to  use  when 
he  exceeds  his  bank  balance,  to  avoid  the  check  charges.  There  is 
another  way  for  him  to  resolve  these  check  charges. 

Chairman  KENNEDY.  I  am  sure  there  is  another  way  to  it,  but 
I  think  you  did  just  suggest  that  the  reason  you  are  ultimately 
doing  this  is  to  deter  people  from  bouncing  checks. 

What  I  am  trying  to  suggest  to  you,  Mr.  Culberson,  is  that  is  ex- 
actly the  opposite  of  what  we  have  heard  others  suggest,  including 
you  in  your  written  testimony,  including  the  Federal  Reserve,  that 
in  fact  you  are  trying  to  keep  these  costs  down. 

So  all  I  am  trying  to  point  out  to  you,  we  are  talking  about  just 
the  instance  of  the  bounced  checks,  but  what  I  am  trying  to  suggest 
to  you  is  that  there  would  appear  to  be  a  pattern  of  abusive  behav- 
ior by  institutions  toward  the  consumers,  where  you  are  viewing 
these  fees  almost,  as  was  suggested,  in  collusion  with  other  institu- 
tions, to  run  up  fees  because  there  is  no  place  for  the  consumer  to 
turn  to. 

And  this  is  becoming  a  profit  center  which  allows  you  to  run  up 
these  fees.  When  you  get  caught  hurting  people  like  Ryan  Cobb, 
and  it  is  on  the  front  page  of  the  newspaper,  you  go,  oh,  gee,  we 
got  caught,  and  you  reimburse  them  and  try  to  sweep  the  problem 
under  the  rug. 

What  we  are  trying  to  suggest — I  understand  there  are  certain 
disclosures  already  in  the  law,  but  you  know,  there  is  also  the  issue 
of  lifeline  banking,  there  are  also  the  issues  of  getting  these  fees 
published  in  such  a  way  that  the  kind  of  competition  I  am  not  cer- 
tain the  banking  industry  is  really  interested  in  begins  to  occur. 

And  I  think  you  end  up  pushing  us  into  a  position — again,  I  don't 
mean  to  personalize  this,  the  banking  industry  pushes  us  into  a  sit- 
uation where  we  have  to  look  at  many  of  the  suggestions  that  Mr. 
Mierzwinski  and  Mr.  Lewis  and  Ms.  Detweiler  have  recommended 
in  order  to  deal  with  these  issues. 

What  happens,  then,  of  course,  is  we  get  a  lot  of  Democrats  and 
a  few  Republicans  that  are  interested  in  really  looking  at  these  is- 
sues to  join  with  us,  and  then  you  come  back  and  say  we  are 
overregulating. 

The  fundamental  issue  is  whether  or  not  there  is  abuse  taking 
place.  My  sense  is,  that  is  occurring,  and  we  have  got  to  do  some- 
thing about  it. 

My  time  has  expired.  Mr.  Castle  is  next. 

Mr.  Castle.  Thank  you  very  much,  Mr.  Chairman.  I  apologize  to 
you  and  to  the  panel,  to  everybody,  for  not  being  here  throughout 
this  hearing.  I  am  in  the  middle  of  our  health  care  markup  in  Edu- 
cation and  Labor,  which  I  understand  we  may  finish  today — ^have 
a  completed  health  care  product;  one  which  I  would  hope  we  would 
never  vote  for  in  the  Congress,  but  nonetheless  may  be  completed — 
so  I  will  have  to  go  back  there. 
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I  would  like,  Mr.  Culberson,  to  start  with  you — when  you  get 
ready  to  bring  your  Girl  Scout  cookies,  Ryan,  I  will  be  glad  to  help 
carry  the  boxes  to  make  sure  he  buys  a  sufficient  number. 

Chairman  Kennedy.  I  will  eat  them,  too. 

Mr.  Castle.  Mr.  Culberson,  I  am  trying  to  get  a  better  under- 
standing of  this  problem.  I  get  the  sense,  as  this  hearing  has 
brought  out,  based  on  the  testimony,  and  so  forth,  these  fees  have 
gone  up  fairly  dramatically  in  recent  years.  They  have  certainly  ex- 
panded in  terms  of  what  is  being  covered,  and  the  minimums  that 
we  have  heard  about  today  are  clearly  there. 

Whether  they  can  be  explained  in  a  business  sense  or  not,  I  do 
not  know.  But  I  see  sort  of  a  disparity  here  in  this  whole  business 
of  regulation  Q,  which,  as  I  understand  regulation  Q — I  am  not  an 
expert  on  this — your  interest  rates  were  capped  that  you  had  to 
pay.  Therefore,  you  earned  more  money  on  holding  people's  money, 
particularly  at  a  time  when  there  wasn't  a  lot  of  competition  for 
what  you  would  do  with  your  money,  and  as  a  result,  you  could  ab- 
sorb a  lot  of  costs  that  now  are  sort  of  "fee'd  out" — if  thcire  is  such 
a  word  as  "fee'd" — out  to  the  various  customers  for  these  services 
which  you  are  providing. 

I  can  barely  see  that  chart,  but  the  one  chart  shows  a  growth  in 
the  last  5  years,  I  think,  or  4  years,  and  I  think  regulation  Q  ex- 
pired sometime  before  that.  My  sense  is  that  there  has  been  a  lot 
of  growth  in  these  fees  in  more  recent  years,  so  interest  is  in  a  time 
warp  there  in  terms  of  when  regulation  Q  expired,  when  banks  will 
start  to  earn  their  costs  on  these  various  things;  and  with  some  69 
charges  in  place  now,  I  am  not  sure  whether  it  is  correct  or  is  not. 
Can  you  speak  to  that? 

Mr.  Culberson.  I  think  there  are  a  number  of  factors  involved. 
You  are  right;  and  the  unbundling,  regulation  Q,  the  elimination 
of  that,  at  one  point  in  the  1980's,  we  were  paying  15  percent  on 
CDs,  and  so  forth.  That  changed  the  whole  ball  game  out  there, 
and  that  is  when  the  introduction  of  fees  started.  And  they  got 
more  and  more  sophisticated  as  time  went  on,  finding  more  oppor- 
tunities to  look  at  the  unbundling. 

But  we  are  also  talking  about  increase  in  the  volume  of  business. 
As  the  country  has  grown,  as  the  business  activity  has  grown, 
there  is  much  more  volume  of  business.  The  ATMs  are  an  example. 
That,  I  think,  is  inclusive  of  all  fees,  it  doesn't  say  what  kind  they 
are  on  that  chart.  The  actual  volumes  on  ATMs  have  grown  tre- 
mendously. So  those  are  all  factors  involved. 

Mr.  Castle.  Let  me  ask  you  a  question  about  ATMs,  because 
that  was  on  my  agenda.  I  use  ATMs  almost  exclusively,  frankly,  at 
this  point.  Yet,  we  still  have  bank  branches  open  all  over,  more 
opening  up.  I  have  not  seen  places  that  are  simply  machines  and 
nothing  else,  which — I  mean,  in  terms  of  a  bank  area,  it  is  always 
a  stock  bank  in  some  way  or  another. 

It  seems  to  me  the  automation  of  this  does  not  pay  off.  It  is  sort 
of  like  government  programs;  we  create  new  programs,  and  we 
never  get  rid  of  the  programs  that  preceded  them,  it  keeps  going 
and  going  and  going,  and  the  government  gets  bigger  and  bigger 
and  bigger. 

Is  the  banking  industry  so  conscious  of  service  you  feel  you  have 
to  keep  these  places  peopled  and  you  have  to  keep  a  dual  service 
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being  provided,  with  either  people  or  an  ATM  to  take  care  of  indi- 
viduals? Does  that  lead  to  the  need  to  have  these  fee  increases  and 
the  costs  that  people  incur? 

Is  enough  being  done  to  streamline  the  cost  of  banking  services, 
in  other  words? 

Mr.  Culberson.  We  have  got  all  kinds  of  constituencies  in  the 
consuming  public.  Mr.  McCandless  said  he  didn't  use  an  ATM  card; 
you  use  an  ATM  card.  We  have  to  keep  the  bank  open  for  Mr. 
McCandless,  and  you  can  operate  24  hours  a  day,  7  days  a  week 
with  your  ATM  card.  So  we  have  two  different  constituencies  right 
there. 

We  do  have  some  freestanding  ATMs  in  the  countiy,  as  well  as 
all  those  tied  in  with  the  banks.  They  are  actually,  believe  it  or  not, 
a  loss  leader,  as  far  as  I  am  concerned,  in  my  bank.  We  have  10 
ATMs.  We  average  less  than  5,000  transactions.  We  run  about  an 
average  of  3,000  transactions  per  month. 

We  charge  no  fees  for  our  customers,  except  if  they  use  a  foreign 
machine.  If  they  use  a  machine  on  somebody  else,  we  charge  a  $1 
fee.  Of  that  $1  fee,  we  have  to  pay  out  maybe  50  cents  or  some 
number  on  whoever's  machine  it  was,  and  for  the  company  that 
handled  the  transaction,  the  clearing  of  that  item. 

So  from  our  standpoint,  ATMs  are  not  an  income-producing  item. 
But  competitively,  we  have  to  have  them.  We  have  to  have  them 
to  get  you  as  a  customer,  and  when  you  need  a  loan,  maybe  you 
will  come  to  see  us.  If  you  are  somebody  else's  customer,  you  will 
go  someplace  else  first. 

So  competitively,  that  is  what  it  is  there  for. 

Mr.  Castle.  I  will  bet  if  you  took  some  of  the  bank  branches,  the 
various  banking  enterprises  you  have,  away,  Mr.  McCandless 
would  learn  how  to  use  one  real  fast.  It  is  like  me  using  computers, 
which  I  don't  do  very  well. 

The  whole  subject  of  disclosure,  I  am  just — and  this  again  is 
more  personal  than  anything  else;  I  am  sure  when  I  opened  my  ac- 
count, there  was  some  contract  in  print  that  I  cannot  read  particu- 
larly well,  but  I  never  get  the  sense  that  the  disclosure  of  these 
bank  fees  is  very  complete.  I  usually  learn  about  something,  such 
as  a  late  pajonent  on  a  mortgage,  something  like  that,  after  it  has 
happened.  Then  you  get  hit  with,  my  God,  how  did  this  happen? 
Or  even  in  some  cases,  you  incur  it. 

I  am  sure  that  you  could  show  me  documentation  of  every  single 
fee,  but  the  truth  of  the  matter  is  that  most  of  us  don't  absorb  all 
that.  That  bothers  me.  I  think  we  should  know  what  we  are  deal- 
ing with  as  much  as  possible.  Is  the  ABA — I  worry  that  perhaps 
if  you  make  money  on  it,  you  wouldn't  want  to  reveal  it.  I  hope 
that  is  not  the  case. 

I  hope  they  are  an  inconvenience  for  the  banking  industry,  and 
for  that  reason,  you  would  let  me  know  exactly  what  it  is  that  gets 
them  in  trouble.  And  could  we  be  doing  more  in  that  area?  What 
are  your  views  on  that? 

Mr.  Culberson.  Probably,  typically,  when  you  open  up  an  ac- 
count, you  are  like  everyone  else,  you  are  in  such  a  hurry,  you 
want  to  get  going,  and  it  seems  like  it  takes  the  bank  forever  to 
open  up  the  account,  and  you  have  to  be  somewhere  else.  So,  gen- 
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erally,  you  hold  that  information  and  put  it  aside,  and  you  have 
other  things  to  do. 

But  it  is  there,  it  is  available,  and  typicallv  you  don't  pay  any 
attention  to  it  until  you  get  hit  with  a  fee.  Then  you  say,  gosh,  I 
didn't  know  they  were  charging  that. 

Mr.  Castle.  We  market  ourselves  as  politicians,  you  market 
yourselves  as  banks,  but  it  seems  to  me  beyond  that,  whatever  that 
form  disclosure  is,  it  would  be  more  helpful  to  the  public  if  they 
understood  that. 

I  yield  back.  Thank  you,  Mr.  Chairman. 

Chairman  KENNEDY.  Next,  Ms.  Velazquez.  Nydia,  you  are  recog- 
nized for  5  minutes. 

Ms.  Velazquez.  Thank  you,  Mr.  Chairman. 

Mr.  Culberson,  many  low-income  and  minority  communities, 
such  as  those  in  my  district,  suffer  from  a  loss  of  banks  and  basic 
banking  services.  You  know  that,  right?  It  has  been  well  docu- 
mented. Nevertheless,  you  claim  that  stiff  competition  among 
banks  forces  them  to  cater  to  customers  and  keep  costs  down. 

You  state  in  your  testimony  that  it  is  very  easy  for  a  dissatisfied 
customer  to  walk  away  from  our  bank  into  the  open  arnis  of  the 
competition,  and  that  there  is  certainly  no  lack  of  services  and 
service  providers.  I  welcome  you  to  come  into  my  district  and  see 
for  yourself. 

Is  the  public  advocate  in  New  York  City  wrong  when  he  docu- 
ments the  flight  of  banks  from  Brooklyn  and  the  Bronx  and  the 
loss  of  basic  banking  services?  Doesn't  that  mean  that  your  theory 
that  free  competition  among  banks  best  serves  consumer  needs 
falls  apart  when  it  comes  to  low-  and  moderate-income  inner-city 
communities? 

Mr.  Culberson.  I  am  not  familiar  with  the  total  market,  but  I 
am  aware  of  what  your  comments  are  on  it.  We  heard  some  testi- 
mony earlier  that,  as  we  go  further  into  the  electronic  world,  there 
is  less  and  less  need  for  individual  bank  buildings,  because  you  can 
do  it  electronically  and  so  forth.  I  think  that  is  more  and  more  cov- 
ering a  lot  of  areas. 

We  have  customers  that  move  from  our  town  that  continue  to 
bank  with  us  electronically  and  otherwise,  and  they  don't  need  to 
come  to  the  bank. 

Second,  I  think  as  we  go  forward  in  the  issue  of  basic  banking 
services,  all  the  bankers  nave  become  very  much  aware  of  the  is- 
sues out  there,  the  CRA  issues,  and  so  forth. 

Many  banks  provide  free  banking  services  if  the  deposits  are 
made  electronically.  Once  they  are  in  there,  they  give  them  free 
checking.  That  is  covering  it  from  an  electronic  standpoint  and  pro- 
viding the  service.  That  is  how  we  are  trying  to  find  a  way  to  solve 
some  of  those  problems. 

Ms.  Velazquez.  The  Consumer  Federation  found  that  banks  in- 
curred about  $660  milHon  in  costs  for  processing  bounced  checks  in 
1991,  but  charged  consumers  $5.24  billion  in  bounced  check  fees. 
What,  if  anything,  could  justify  such  a  large  gap? 

Mr.  Culberson.  Well,  I  think — I  don't  know  where  the 
Consumer  Federation  got  their  numbers  from,  but  I  have  already 
commented  to  Mr.  Kennedy  in  terms  of  the  fact  that  maybe  the 
cost  is  $2  and  we  are  charging  $20.  I  think  we  always  tend  to  for- 
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get  that  the  issue  is  not  the  bank.  The  issue  is,  who  wrote  the 
check. 

They  are  supposed  to  have  the  money  in  the  account  when  they 
write  the  check.  If  they  write  a  check  without  the  money  in  the  ac- 
count, that  is  their  fault,  not  the  bank's  fault.  They  shouldn't  do 

it. 

Ms.  Velazquez.  But  the  issue  should  also  be  how  much  it  costs 
the  bank  to  process  a  bounced  check.  And  you  already  stated  it 
costs  $2. 

Mr.  Culberson.  I  think,  from  my  standpoint,  that  is  a  matter 
of  competition.  If  you  don't  like  my  charge,  I  think  you  ought  to  go 
someplace  else;  don't  bank  with  me. 

Ms.  Velazquez.  We  in  this  subcommittee  and  the  Banking  Com- 
mittee, we  should  regulate,  we  have  a  responsibility  to  oversee  the 
operations  of  the  banking  industry  on  behalf  of  consumers — ^you 
complain  about  how  much  regulation  comes  out  of  this  subcommit- 
tee, yet  that  is  our  responsibility  and  our  obligation. 

Mr.  Lewis.  Congresswoman  Velazquez,  I  wonder  if  I  might  be 
able  to  add  a  little  to  this  issue  on  bounced  checks,  on  two  points, 
just  for  the  record,  the  data  that  we  used  in  the  report  that  you 
cited  came  from  Mr.  Culberson's  trade  group,  the  American  Bank- 
ers Association's  annual  retail  banking  report. 

He  raised,  I  think,  an  important  point  earlier  about  the  risk  to 
an  institution  of  paying  a  bounced  check.  I  think  it  is  very  impor- 
tant for  the  subcommittee  to  know  that  there  is  an  important  dis- 
tinction between  a  bounced  check  and  what  is  often  also  referred 
to  as  an  overdraft  charge. 

A  bounced  check  is — and  a  fee  on  a  bounced  check  is  a  fee  when 
an  institution  refuses  to  pay.  If  I  have  an  account  at  Mr. 
Culberson's  bank  and  I  have  insufficient  funds,  and  he  refuses  to 
pay  it,  I  am  charged  a  bounced  check  fee. 

An  overdraft  fee — often  the  pricing  is  parallel — is  when  he  re- 
fuses to  pay  on  that  check  even  though  I  don't  have  sufficient 
funds.  There  is  a  light  risk  there.  I  think  that  is  the  risk  he  was 
referring  to. 

But  it  is  very  important  to  note,  I  can't  conduct  any  more  bank- 
ing business  without  putting  money  into  my  account  that  he  con- 
trols. So  the  risk  is  very  minimal,  in  that  if  I  want  to  conduct — 
continue  to  maintain  a  check  relationship,  I  ^m  going  to  put  money 
back  into  the  account  with  which  he  will  make  do  on  that  account. 

I  would  like  to  introduce  into  the  record  a  fee  consultant  rec- 
ommendation of  20  ways  to  increase  income  on  NSF  fees,  which  I 
think  suggests  that  the  banking  industry  here  is  attempting  to  use 
NSF  fees  as  a  fee  income  source. 

I  appreciate  the  time  you  have  granted  me. 

Chairman  Kennedy.  Hearing  no  objection,  it  is  so  ordered. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

Ms.  Velazquez.  Another  question  for  you,  how  much  are  banks 
losing  from  nonpayable  checks?  Would  banks  go  broke  if  they  didn't 
charge  $18  above  the  $2  it  costs  them  to  process  a  bad  check? 

Mr.  Culberson.  No,  I  don't  think  the  banks  would  go  broke  if 
they  didn't  charge  that.  And  I  don't  think,  from  our  standpoint, 
that  that  is  the  total  factor.  But  Mr.  Lewis  has  made  a  comment 
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about  why  we  make  the  charges,  and  tried  to  differentiate  between 
overdrafts  and  so  forth. 

Let  me  give  you  an  example.  If  Mr.  Lewis  opens  up  an  account 
in  my  bank  and  he  writes  10  checks,  each  for  $100,  and  he  has  only 
$100  in  the  account  and  he  leaves  town,  and  he  goes  to  all  my 
branches  the  same  day  and  cashes  the  check  for  $100,  I  am  out 
$900.  I  can't  find  him.  So  I  lose  cash  money. 

Now,  if  Mr.  Lewis  writes  that  check  to  the  grocery  store,  those 
checks  to  the  grocery  store,  I  then  can  go  back  to  the  grocery  store 
and  collect  it  from  their  account.  And  that  is  when  I  charge  the  $2. 

Mr.  Lewis.  Ms.  Velazquez,  in  our  report — I  will  be  glad  to  put 
that  into  the  record — we  did  calculate  the  actual  writeoff  loss  to  the 
industry,  and  it  is  very  de  minimis.  I  am  sorry  I  don't  have  that 
minimum,  but  the  instance  of  walkaway  is  very  minimal.  We  did 
factor  that,  overall,  in  the  revenue  generated. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

Chairman  KENNEDY.  I  am  afraid  your  time  has  expired,  but  I 
would  like  to  comment. 

The  kind  of  circumstance  that  Mr.  Culberson  just  outlined,  where 
somebody  is  just  out  and  out  trying  to  steal  from  the  banking  in- 
dustry. You  have  a  telecheck  as  a  preventer  in  terms  of  these  kinds 
of  individuals  conducting  these  kinds  of  activities. 

The  fact  is  that  I  don't  question  that  from  time  to  time  there  can 
be  out  and  out  fraud,  but  I  don't  believe  that  that  is  a  justification 
for  going  out  and  charging  people  these  very,  very  large  fees  in 
comparison  to  what  your  cost  is,  based  on  your  justification  that 
you  want  to  discourage  these  kinds  of  activities,  that  everybody 
else  in  the  country  has  no  intention  of  defrauding,  but  might  make 
a  mistake  in  their  account  or  be  in  a  certain  situation  like  Ryan 
was  in  and  end  up  getting  hurt  because  of  this  policing  action  that 
you  are  taking  on  as  a  burden — a  burden  which  I  don't  think  the 
Federal  Reserve  had  ever  encountered  or  envisioned. 

Ms.  Waters. 

Ms.  Waters.  Thank  you  very  much,  Mr.  Chairman,  Let  me  con- 
tinue with  some  of  what  Congresswoman  Velazquez  started,  and 
you  also.  Let  me  back  up  a  little  bit. 

Mr.  Culberson,  since  your  bank  does  not  charge  the  DIR,  and 
since  you  have  heard  so  much  from  members  and  others  about  the 
unfairness  of  the  DIR,  would  you  support  a  ban  or  some  way  by 
which  we  could  help  get  rid  of  the  DIR?  Would  you  encourage  your 
industry,  if  you  did  not  support  a  legislative  ban  on  it? 

Mr.  Culberson.  I  would  encourage  our  industry  to  look  at  what 
they  are  doing,  but  I  also  encourage  the  free  market.  I  think  every- 
body should  do  what  they  are  comfortable  with. 

Ms.  Waters.  Would  you  explain  to  Ms.  Cobb  whv  you  think  it 
is  all  right  for  someone  in  your  industry  to  do  what  tney  did  to  her, 
why  that  is  a  justifiable  practice? 

Mr.  Culberson.  That  was  done  by  a  credit  union,  not  by  a  bank. 

Ms.  Waters.  It  doesn't  matter.  They  all  do  it.  You  have  banks 
that  do  it,  too.  You  can't  escape  that  way.  Come  on. 

Mr.  Culberson.  I  don't  do  it,  Mrs.  Waters. 

Ms.  Waters.  I  didn't  say  you  did  it.  Why  do  you  feel  it  is  justifi- 
able? You  kind  of  said  generally,  in  the  name  of  the  free  market- 
place, you  can  do  anything  you  want  to  do,  kind  of.  But  she  doesn't 
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understand  that,  so  I  want  you  to  help  her  to  understand  why  you 
think  it  is  all  right  for  anybody  to  do  that,  whether  it  is  a  credit 
union,  an  insurance  company,  or  a  bank  or  an  S&L. 

Why  do  you  think  that  is  a  justifiable  practice? 

Mr.  Culberson.  I  think  that  from  the  standpoint  of  there  are 
other  places  she  could  go  with  her  account  and  not  have  it  there. 
There  are  listings  of  what  the  fees  are  when  you  open  the  account. 
They  know,  going  in,  what  the  fees  are. 

Ms.  Waters.  Are  you  a  federally  regulated  bank? 

Mr.  Culberson.  Yes,  ma'am. 

Ms.  Waters.  Do  you  have  the  option  to  be  a  State  regulated 
bank? 

Mr.  Culberson.  Yes,  ma'am. 

Ms.  Waters.  You  choose  to  be  a  federally  regulated  bank  even 
though  you  don't  like  some  of  the  regulations;  is  that  right? 

Mr.  CfuLBERSON.  That  is  correct. 

Ms.  Waters.  Why  don't  you  go  someplace  else?  Why  don't  you 
not  deal  with  us  if  you  don't  like  what  we  do? 

Mr.  Culberson.  I  have  thought  about  it  from  time  to  time. 

Ms.  Waters.  Why  don't  you? 

Mr.  Culberson.  Because  there  are  advantages  to  being  a  na- 
tional bank. 

Ms.  Waters.  It  is  rather  callous  to  say  to  Ms.  Cobb,  go  someplace 
else  if  you  don't  like  what  the  State  bank  does.  I  am  really  trying 
to  get  at  whether  or  not  you  feel  something  can  be  done  about  prac- 
tices that  would  rob  people  of  their  hard-earned  money  unfairly.  I 
just  want  to  know  what  you  are  feeling — since  you  are  here  rep- 
resenting everybody  today. 

Mr.  Culberson.  I  am  not  representing  everybody.  I  am  rep- 
resenting the  banking  industry,  not  the  other  industries. 

Ms.  Waters.  So  you  won't  answer  my  question. 

Let's  go  on  to  another  one. 

Mr.  Culberson.  First  of  all 

Ms.  Waters.  I  have  only  got  5  minutes. 

Mr.  Culberson.  First  of  all,  I  really  feel  badly  for  the  young 
lady,  and  I  am  glad  that  the  credit  union  recognized  what  they  had 
done  and  have  corrected  it  fi-om  that  standpoint. 

Ms.  Waters.  Do  you  recommend  that  all  of  the  institutions  that 
are  doing  that  give  back  the  money? 

Mr.  Culberson.  No. 

Ms.  Waters.  But  just  Ms.  Cobb? 

Mr.  Culberson.  In  circumstances  where  someone  is  inexperi- 
enced, yes.  But  experienced  people,  I  think  that  is  a  different  story, 
when  they  have  a  listing  of  what  the  costs  are  when  they  open  the 
account. 

Ms.  Waters.  Let  me  just  say,  we  won't  pursue  that  one  any  fur- 
ther, because  I  know  how  to  deal  with  logic  and  reason  a  little  bit, 
but  I  don't  know  how  to  deal  with  that  it  is  all  right  for  some  but 
not  for  others. 

The  $20  that  you  charge,  how  did  you  calculate  that?  You  told 
us  it  takes  about  $2  to  do  the  processing.  Where  did  you  get  the 
other  $18  from?  Could  you  tell  us  how  you  calculate  that,  and  could 
you  tell  me  the  amount  of  uncollected  checks,  bad  checks  that  you 
have,  and  how  it  balances  with  the  $20? 
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Do  you  end  up  with  more  money  on  this  side  of  the  ledger  or 
more  money  on  this  side  of  the  ledger? 

Mr.  Culberson.  Well,  charges  for  returned  checks  have  been 
going  on  for  years  and  years,  and  they  continue  to  go  up  as  infla- 
tion  

Ms.  Waters.  I  just  want  to  know  about  your  experience. 

Mr.  Culberson.  That  is  our  experience. 

Ms.  Waters.  How  much  money  do  you  have  in  uncollected 
checks  in  your  bank? 

Mr.  Culberson.  I  don't  know. 

Ms.  Waters.  You  don't  know  whether  or  not  you  made  money  or 
lost  money  with  the  $20? 

Mr.  Culberson.  Oh,  I  probably  made  money. 

Ms.  Waters.  Tell  me  how  much  you  made. 

Mr.  Culberson.  I  don't  know. 

Ms.  Waters.  You  are  a  better  banker  than  that.  Tell  me  how 
much  money  you  made. 

Mr.  Culberson.  I  don't  know. 

Ms.  Waters.  Let's  go  on  to  the  next  one. 

Very  interesting  information  about  the  calculation  of  interest 
rates.  What  is  calculated  in  the  interest  rate?  When  you  decide 
that  you  are  going  to  charge  a  certain  interest  rate  on  a  loan,  for 
example,  what  do  you  take  into  consideration? 

Mr.  Culberson.  Well,  I  take  into  consideration  what  my  com- 
petitors are  doing.  I  take  into  consideration  my  cost  of  money  in 
terms  of  interest  rates  that  I  have  paid  on  outgoing — my  deposit 
money.  I  take  into  consideration  the  demand  for  loans. 

I  may  not — I  have  a  demand  and  I  will  lower  my  rate  to  increase 
my  demand,  or  I  may  want  to  slow  it  down;  it  depends  on  a  lot  of 
factors. 

Ms.  Waters.  Is  there  some  double-dipping  going  on  in  relation- 
ship to  the  late  charge?  Because  that  is  a  charge  that  I  think  really 
needs  to  be  looked  at  also  in  this  country.  It  was  suggested  that 
the  interest  rate  takes  into  consideration  lateness  and  the  late 
charge  on  top  of  that  may  be  double-dipping  as  it  relates  to  an  in- 
convenience that  may  be  caused  by  someone  repaying  their  mort- 
gage a  little  bit  late  or  a  loan  a  little  bit  late.  Is  that  something 
we  need  to  take  a  look  at? 

Mr.  Culberson.  I  think  we  have  a  contract  with  the  consumer 
that  says  the  payment  will  be  made  on  such  and  such  a  date.  And 
many  times  there  is  some  forgiveness  area  in  there,  but  there  is 
a  contract.  There  is  an  agreement.  If  the  consumer  doesn't  meet 
the  agreement,  that  is  where  the  late  charge  comes. 

Ms.  Waters.  Unanimous  consent,  Mr.  Chairman,  please,  for  just 
1  more  minute. 

Chairman  Kennedy.  Sure. 

Ms.  Waters.  Thank  you  very  much.  As  I  understand  it,  someone 
suggested  here  today  that  the  reason  these  fees,  we  have  so  many 
fees  and  charges,  is  because  of  the  regulations  that  we  impose  on 
you.  What  regulation  would  you  exchange  for  getting  rid  of  the 
NSFs  or  the  bad  checks? 

Mr.  Culberson.  I  couldn't  answer  you  on  that.  We  have  got  so 
many  regulations,  I  am  not  sure  which  one 
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Ms.  Waters.  Now,  you  just  don't  know  much  of  anything  today. 
Come  on.  These  regulations  are  creating  a  real  problem  for  you, 
and  some  of  us  want  to  see  what  we  can  do  to  get  rid  of  some  of 
these  regulations  that  are  causing  you  to  cost  us  so  much  money. 

Which  ones  would  you  get  rid  of? 

Mr.  Culberson.  That  is  a  tough  one  to  answer, 

Ms.  Waters.  All  right.  Thank  you  very  much,  Mr.  Culberson.  I 
yield  back  the  balance  of  my  time. 

Chairman  Kennedy.  Thank  you,  Ms.  Waters. 

Mr.  Hinchey. 

Mr.  Hinchey.  Thank  you  very  much,  Mr.  Chairman.  I  would  like 
to  ask  Mr.  Lewis,  in  the  example  we  have  before  us  today,  it  is  a 
credit  union  charging  an  excessive  amount  for  a  deposit  item  re- 
turned. Do  you  find  that  that  is  typical  of  the  industry,  that  credit 
union  fees  are  as  high  as  the  traditional  financial  institutions,  or 
is  it  the  other  way  around? 

Mr.  Lewis.  The  Consumer  Federation  over  the  last — going  back 
to  1984,  over  the  last  decade  now,  has  done  a  number  of  national 
surveys  on  bank  fees.  In  some  of  those  surveys,  we  have  also  at- 
tempted to  collect  data  from  credit  unions. 

In  general,  we  have  found — although  I  can't  repeat  for  you  the 
specific  data  today,  but  I  will  put  it  in  the  record — in  general,  we 
found  that  credit  unions  tend  to  be  below  their  commercial  bank 
and  S&L  competitors  in  aggregate  fees  charged  to  consumers,  as 
well  as  in  most  specific  types  of  fees,  credit  unions  lag.  I  don't  re- 
member exactly  how  much  behind,  but  in  general  they  lag,  and  this 
is  why  we  do  recommend  that  consumers,  when  they  shop  for  fi- 
nancial services,  they  very  much  consider  whether  or  not  a  credit 
union  is  appropriate  for  them,  because  they  may  well  be  able  to 
conduct  their  banking  cheaper  at  a  credit  union. 

Mr.  Hinchey.  I  thought  Ms.  Detweiler  put  it  very  well  when  she 
said  in  her  testimony  that  the  true  cost  of  credit  is  shrouded  in  the 
history  of  these  fees,  something  to  that  effect.  I  think  that  can  be 
said  generally  of  all  of  these  fees,  that  they  tend  to  shroud  the  cost 
of  doing  business.  All  the  costs  of  various  transactions  are  shroud- 
ed in  that  same  kind  of  mystery. 

I  wonder  if  I  might  ask  Mr.  Culberson  about  the  costs  of  oper- 
ation of  transactions  in  the  case  of  a  teller  on  the  one  hand  and 
an  ATM  on  the  other.  What  is  the  average  cost  of  a  transaction  by 
a  teller  and  the  average  cost  of  a  transaction  by  an  automated 
teller  machine? 

Mr.  Culberson.  As  I  mentioned  earlier,  our  ATM  machines,  we 
feel,  are  not  profitable  to  us.  We  have  tellers  who  are  very  active 
windows,  locations,  and  some  that  are  very  slow;  it  depends  or 
where  they  are. 

I  would  say  that  on  a  pure  per-item  basis,  probably  the  teller  is 
probably  more  expensive  than — ^higher  cost  to  us  than  the  ATM. 

Mr.  Hinchey.  You  hit  it  exactly  right.  It  costs — your  report,  the 
Retail  Banking  Report  for  1993,  which  reports  data  from  1992,  in- 
dicates that  the  average  cost  of  a  transaction  by  teller  is  $1.12,  and 
the  average  cost  of  an  ATM  is  30  cents  for  "on  us"  and  50  cents 
for  "off-us." 
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So  the  cost  savings  then  is  82  cents  in  the  cost  of  "on-us"  trans- 
actions and  62  cents  for  the  cost  of  "off-us"  transactions.  So  you  are 
saving  a  lot  of  money  in  these  transactions. 

And  if  it  is  true  that,  in  accordance  with  your  report,  there  are 
7.7  bilHon  transactions,  and  if  we  were  to  assume  an  average  cost 
between  62  and  82,  just  taking  arbitrarily  an  average  cost  of  70 
cents,  it  looks  like  you  are  making  $5.4  bilhon  a  year  on  ATM 
transactions. 

Mr.  Culberson.  I  think  that  number,  the  7  billion,  whatever 
that  number  was,  was  electronic  figures  overall,  not  just  ATM 
transactions.  I  don't  think  that  was  purely  ATM  transactions. 

Mr,  Henchey.  I  believe  it  is  ATM  transactions,  but  I  may  be 
wrong  about  that.  But  even  if  it  is  only  5  billion,  not  7.7  billion — 
even  if  it  is  only  5  billion,  that  would  mean  you  are  making  in  ex- 
cess of  something  like  $4  billion  a  year  on  ATM  transactions. 
Whatever  the  number  is,  you  are  malang  a  substantial  amount  of 
money — not  just  your  bank,  of  course,  but  the  entire  banking 
system  is  making  an  enormous  amount  of  money  on  these 
transactions. 

Mr.  Culberson.  I  don't  agree  with  those  figures  in  the  sense 
that 

Mr.  HiNCHEY.  They  are  your  figures.  The  point  is,  they  are  your 
figures.  They  are  from  the  Retail  Banking  Report,  which  is  a  report 
that  is  put  out  by  the  American  Bankers  Association.  It  is  your  re- 
port. They  are  your  numbers;  I  don't  see  how  you  can  disagree  with 
them. 

Mr.  Culberson.  I  am  not  familiar  with  the  report.  But  I  do  not 
believe  that  the  banks  make  tremendous  money  on  their  ATM 
transactions.  It  is  just  not  there. 

Mr.  HiNCHEY.  That  is  what  your  report  says. 

Let  me  just  go  on  and  talk  about  the  costs,  if  I  may.  Your  costs 
go  up  67  percent  for  "off-us"  transactions  compared  with  "on-us" 
transactions.  In  other  words,  30  percent  for  the  "on-us",  50  percent 
for  the  "off-us."  According  to  your  own  figures  in  your  own  report, 
your  costs  go  up  67  percent.  But  the  median  charges  to  consumers, 
according  to  your  ABA  report,  goes  up  300  percent.  It  is  25  cents 
as  opposed  to  $1. 

So,  again,  there  doesn't  seem  to  be  any  relationship  to  the  costs 
being  incurred  by  the  institutions  that  you  represent  and  the  costs 
that  you  are  charging  to  your  customers.  So  it  appears  that  some 
of  the  things  that  have  been  alleged  here  today,  fi*ankly,  that 
these — use  of  these  devices  is  primarily  a  revenue-generating  appa- 
ratus for  the  institutions  appears  to  bear  out  in  accordance  with 
your  own  numbers  in  your  own  report,  which  is  the  most  recent  re- 
port you  put  out  for  this  year. 

Mr.  Culberson.  Well,  I  think  we  are  dealing  with  two  different 
numbers. 

Number  one,  I  think  the  reports  show  that  most  banks,  the  large 
majority  of  the  banks,  do  not  make  a  charge  for  "on-us"  trans- 
actions on  their  ATM  machines.  They  make  a  charge  on  banks — 
when  our  customers  use  a  foreign  machine,  we  make  a  charge,  but 
"on-us",  we  do  not.  That  is  the  vast  majority. 

So  the  fees  are  not  anywhere  near  those  kinds  of  numbers. 
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Mr.  HmcHEY.  If  I  may,  Mr.  Chairman,  just  one  last  point.  The 
fact  of  the  matter  is  that — I  am  sure  it  is  true  that,  as  you  indi- 
cated to  the  chairman  earHer,  your  bank  doesn't  make  charges  for 
"on-us"  transactions. 

Mr.  Culberson.  That  is  correct. 

Mr.  HiNCHEY.  That  is  true  in  your  case;  I  am  sure  it  is  true  in 
other  cases.  But  what  I  am  reflecting  here  in  these  numbers,  Mr. 
Culberson,  is  not  the  experience  of  individual  banks.  I  am  reflect- 
ing the  experience  of  the  industry  at  large,  the  American  Bankers 
Association,  which  you  represent  nere,  and  I  am  quoting  your  num- 
bers from  the  report  that  you  put  out. 

So  I  am  not  arguing  with  you  that  there  are  some  banks  that 
may  not  charge.  But  the  industry  as  a  whole  is  reflected  in  those 
numbers.  There  are  huge  profits,  and  the  billions  of  dollars  being 
made  as  a  result  of  the  deployment  of  ATM  machines,  as  opposed 
to  tellers;  and  those  numbers  seem  to  be  going  up. 

Mr.  Culberson.  I  would  like  to  look  at  that  report  and  respond 
to  you,  if  I  may,  Mr.  Chairman,  after  I  have  had  a  chance  to  review 
your  report. 

Mr.  HiNCHEY.  It  is  your  report.  You  can  certainly  look  at  it  any 
time  you  like. 

Mr.  Culberson.  And  respond  to  it. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

Mr.  MrERZWLNSKi.  We  also  support  credit  unions  first. 

Second,  it  is  important  to  note  that  small  banks  have  lower  fees 
than  large  banks.  The  banks  talk  about  competition  all  the  time, 
but  the  largest  banks  are  gouging  consumers  worse.  They  have  a 
large  share  of  the  market,  and  we  think  that  is  anticompetitive,  not 
competitive. 

Chairman  Kennedy.  The  time  of  the  gentleman  has  expired. 

Ms.  Roybal-Allard,  you  are  recognized  for  5  minutes. 

Ms.  Roybal-Allard.  Thank  you,  Mr.  Chairman.  I  will  be  brief. 
Ms.  Waters  and  Ms.  Velazquez  covered  many  of  the  points  I  want- 
ed to  cover.  I  was  called  away  on  a  phone  call,  and  I  would  just 
like  some  clarification. 

I  thought  I  heard  you  say  in  response  to  a  question  from  Mr. 
Kennedy  that  one  of  the  reasons  that  you  charge  $20  for  a  bounced 
check  is  because  it  is  illegal  to  write  a  bounced  check.  So  do  you 
see  yourself  as  a  policing  agency,  and  are  you  trying  to  tell  us  that 
the  reason  you  charge  so  much  is  because  you  are  not  motivated 
by  profit,  but  are  trying  to  teach  the  customer  a  lesson?  Is  that  the 
premise  upon  which  you  charge 

Mr.  Culberson.  A  deterrent,  trying  to  discourage  the  use  of 
writing  checks  without  having  money  in  the  account — as  a 
deterrent. 

Ms.  Roybal-Allard.  My  understanding  is,  from  some  of  the  re- 
search we  have  done,  in  1992,  the  earnings  of  the  banks  were  $32 
billion;  and  then  in  1993,  they  were  over  $43  billion.  When  you 
look  at  that  kind  of  a  profit,  could  you  help  me  to  understand  why 
the  banking  industry  is  so  opposed  to  offering  basic  lifeline  banking 
services  to  people? 

Mr.  Culberson.  Well,  of  course,  you  are  looking  at  2  years.  We 
have  a  history  over  the  last  7  or  8  years  where  our  earnings  were 
not  so  good  as  in  many  of  those  years. 
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Ms.  Roybal-Allard.  When  you  say  "not  so  good,"  what  are  we 
talking  about?  Twenty  bilHon  dollars  profits? 

Mr.  Culberson.  No,  we  had  many  bank  failures,  we  had  many 
bank  losses;  we  had  to  put  money  in  our  reserves  to  cover  those 
losses.  So  the  industry  did  not  do  well  until  the  last  couple  of 
years.  And  we  have  done  well  in  the  last  couple  of  years. 

Ms.  Roybal-Allard.  So  now  that  you  are  doing  well,  are  you 
more  open  to  the  idea,  then,  of  offering  those  kinds  of  basic 
services? 

Mr.  Culberson.  We  are  already  offering  those  services  in  many 
ways — maybe  it  was  while  you  were  out  of  the  room.  Our  bank  of- 
fers free  checking  if  you  have  an  electronic  deposit  to  your  account. 
It  is  free  checking  with  no  charges  whatsoever.  I  mean,  some  of 
those  are  already  available.  And  we  think  that  it  is  not  necessary 
to  put  a  mandatory  basic  banking 

Ms.  Roybal-Allard.  What  is  then  the  opposition  of  the  banking 
industry  in  general  to  this  kind  of  service?  We  keep  hearing,  they 
are  going  to  lose  money,  yet  there  is  study  after  study  documenting 
that,  in  fact,  it  is  good  business  to  invest  in  these  communities. 

Mr.  Culberson.  When  we  get  into  those  kinds  of  things,  we  get 
into  all  kinds  of  opportunities  for  fraud.  Let  me  give  you  an 
example. 

We  have  many  Social  Security  checks,  and  so  forth,  government 
checks  that  are  stolen,  forged  signatures.  We  have  no  way  of  col- 
lecting those  checks  if  we  don't  identify  them.  We  don't  receive 
them  back  from  the  Treasury  for  6  months  or  longer;  whereas  if  it 
is  an  electronic  deposit,  we  don't  have  a  problem  with  it,  because 
there  is  no  forgery  involved. 

So  when  we  go  into  a  basic  banking  service  overall,  and  manda- 
tory fees  for — low  fees  for  cashing  checks,  and  so  forth,  we  get  into 
problems  that  create  more  losses  that  we  don't  think  are  fair. 

Ms.  Roybal-Allard.  Let  me  just  suggest  to  you  that  perhaps 
that  was  true  in  the  past,  but  not  necessarily  true  today.  For  exam- 
ple. Union  Bank  in  my  district  has  just  opened  the  first  cash-and- 
save  bank  in  the  State  of  California.  One  of  the  reasons  they  have 
done  this,  as  they  have  done  in  some  other  pilot  projects,  is  because 
they  are  seeing  that  it  is  profitable,  and  that  they  are  not  experi- 
encing the  kinds  of  losses  they  have  experienced  in  the  past.  They 
are  finding  it  is  really  good  business. 

And  I  would  suggest  that  you  and  your  industry  take  a  closer 
look  at  that,  and  perhaps  maybe  refocus  your  thinking. 

Mr.  Culberson.  We  certainly  will.  Thank  you. 

Chairman  Kennedy.  Thank  you  very  much,  Ms.  Roybal-Allard. 

Our  final  questioner  is  Cleo  Fields.  Cleo,  you  are  recognized  for 
5  minutes. 

Mr.  Fields.  Thank  you,  Mr.  Chairman. 

Mr.  Culberson,  let  me  first  revisit  a  question  fi^om  my  own  mind, 
to  satisfy  my  own  mind.  The  gentlelady  from  California  asked  a 
question  about  Ms.  Cobb,  and  I  think  you  said,  in  her  situation,  she 
should  be  reimbursed,  she  should  be  made  whole.  Is  that  not 
correct? 

Mr.  Culberson.  I  said  I  was  glad  she  had  been  reimbursed,  that 
she  was  an  inexperienced  customer  that  really  didn't  understand 
what  had  happened. 
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Mr.  Fields.  That  was  my  next  point.  You  said  that — Ms.  Waters 
asked  a  question,  why  should  we  and  no  one  else,  and  you  said  be- 
cause of  our  experience  level. 

Do  we  have  some  type  of  standard  that  one  must  go  through 
when  they  open  up  an  account  to  determine  their  experience  level? 

Mr.  Culberson.  No,  we  don't  have  that.  But  we  do  have  a  listing 
of  the  charges,  and  so  forth.  Some  people  understand  them  with 
age  and  experience,  and  others  don't. 

Mr.  Fields.  So  for  those  people,  those  persons  who  do  not  under- 
stand, as  Ms.  Cobb  did  not,  they  should  be  reimbursed  and  made 
whole?  Is  that  your  position  today? 

Mr.  Culberson.  I  think  a  child  opening  up  that  account  was  an 
unusual  circumstance.  I  don't  know  what  you  call  "experience"  or 
what  I  would  call  "experience." 

Mr.  Fields.  You  made  the  mention  of  "experience."  Did  I  not 
mention  "experience"? 

Mr.  Culberson.  Someone  who  is  of  legal  age,  18  years  or  older, 
is  old  enough  to  understand  and  should  be  experienced  enough. 

Mr.  Fields.  So  you  are  saying  any  person  who  opens  an  account 
under  the  age  of  18  ought  not  be  subject  to  these  types  of 
penalties? 

Mr.  Culberson.  Basically,  yes. 

Mr.  Fields.  Is  it  or  is  it  not?  So  you  would  not  be  opposed  to  leg- 
islation that  provides  that  anybody  who  is  18  or  under,  opening  up 
an  account,  will  not  be  subject  to  these  type  of  penalties?  Is  that 
your  statement  today? 

Mr.  Culberson.  We  are  getting  into  some  areas  that  I  am  not 
familiar  with  in  terms  of  the  legal  enforcement,  and  so  forth,  of  a 
minor,  that  would  be  of  question. 

Mr.  Fields.  The  only  reason  I  bring  that  to  point  today  is  to 
show  the  inconsistencies  in  the  minds  of  many  individuals;  and  you 
yourself  admitted  that  that  young  lady,  Ms.  Cobb,  was  treated  un- 
fairly, and  not  only  she,  but  there  are  millions  of  people  in  this 
country  who  are  treated  unfairly,  who  are  in  the  same  situation 
she  is  in. 

Many  of  them  are  elderly  people,  some  of  them  are  young  people, 
and  they  live  all  across  America.  I  would  hope  that  you  give  some 
serious  consideration,  because  you  were  certainly  very  compas- 
sionate to  her  as  a  young  person,  because  many  of  the  people  who 
are  victimized  by  this  process  cannot  come  to  a  congressional  hear- 
ing; and  we  would  have  people  here  for  days  and  weeks  and 
months  if  they  were  to  come  up  here  and  testify  in  terms  of  their 
horror  stories. 

You  mentioned  on  page  3  of  your  testimony,  bank  disclosure  in 
writing.  I  understand  that  when  one  opens  up  an  account,  they  re- 
ceive a  truth-in-lending  statement  to  talk  about — and  it  basically 
spells  out  the  charges  that  will  be  assessed  them,  based  on  their 
checking  or  savings  account. 

Would  you  be  opposed  to  maybe  at  an  ATM  machine  having  a 
statement,  a  disclosure  that  basically  says  the  use  of  this  machine 
will  cost  you  X  number  of  dollars?  Can  you  recall? 

Mr.  Culberson.  Personally,  no. 

Mr.  Fields.  So  you  would  not  be  opposed  to  legislation?  And  you 
speak  for  the  ABA? 
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Mr.  Culberson.  I  said,  I  am  speaking  personally.  Personally,  I 
wouldn't. 

From  the  standpoint  of  public  disclosure,  when  you  do — when 
you  open  up  an  account,  I  have  no  problem;  I  don't  think  the  ABA 
would  have  a  problem. 

Mr.  Fields.  And  my  final  comment,  sir;  do  you  think  it  is  fair 
for  a  person — first  of  all,  banks  charge  individuals  who  walk  up  to 
the  teller  in  the  bank,  not  an  ATM  machine.  If  I  walk  into  a  bank 
three  times  a  month,  is  there  any  possibility  of  me  being  subject 
to  some  charge  or  some  fee  for  using  that  teller  service? 

Mr.  Culberson.  Not  in  my  bank;  I  don't  know  about  all  banks. 
There  may  be  some  banks  that  charge  for  that.  I  don't  know. 

Mr.  Fields.  Are  you  aware,  sir,  that  there  are  banks  in  this 
country,  if  you  use  the  teller  service  at  the  bank  more  than  twice, 
they  charge  you  fi-om  $1  to  $2  a  visit?  Do  you  think  that  is  fair? 

Mr.  Culberson.  I  don't  think  it  is  competitive. 

Mr.  Fields.  Do  you  think  it  is  fair? 

Mr.  Culberson.  I  think  that  that  is  up  to  the  customer  to  decide 
whether  it  is  fair  or  not. 

Mr.  Fields.  My  last  comment,  sir,  because  I  am  out  of  time, 
what  would  you  consider  a  reasonable  fee  for  an  ATM  transaction? 

Mr.  Culberson.  Reasonable  in  terms  of  "on-us"  or  a  foreign 
transaction? 

Mr.  Fields.  "On-us". 

Mr.  Culberson.  "On-us",  I  would  think  $1. 

Mr.  Fields.  Are  you  aware,  sir,  I  have  documented  evidence  that 
will  show  that  a  customer  paid  as  much  as  $15  for  a  transaction? 

Mr.  Culberson.  No,  I  am  not  aware. 

Mr.  Fields.  And  if  I  am  able  to  show  you  this  information,  would 
you  be  opposed  to  it  and  sanction  it,  and  what  steps,  if  any,  will 
you  take  with  the  ABA? 

Mr.  Culberson.  If  you  showed  me  that  and  it  was  an  ongoing 
thing,  my  reaction  would  be  that  I  think  that  the  customer  has 
many,  many  opportunities  to  go  elsewhere  to  find  someone  that 
would  not  charge  any  fee  like  that  whatsoever. 

Mr.  Fields.  When  you  say  "ongoing,"  if  they  did  it  once 

Mr.  Culberson.  I  don't  know  the  circumstances. 

Mr.  Fields.  Let's  talk  special  events,  Mr.  Chairman,  if  I  may,  be- 
cause this  was  at  a  special  event  in  a  State  where  people  from  all 
across  the  country  actually  come  to  enjoy  festivities.  So  you  would 
not  see  that  as  being  unreasonable  if  it  is  a  special  occasion  in  that 
community  at  that  particular  time,  where  you  have  people  from  all 
across  the  country  who  need  to  use  these  ATM  machines  because 
they  need  to  gain  access  to  their  hard-earned  dollars? 

Mr.  Culberson.  Did  the  bank  put  the  ATM  machine  there  for 
that  special  event? 

Mr.  Fields.  Yes.  Let's  make  that  assumption. 

Mr.  Culberson.  Then  I  think  the  bank  had  tremendous  expense 
to  put  the  machine  there,  and  they  were  just  trying  to  recoup  it. 
It  is  a  one-shot  deal,  I  would  presume. 

Mr.  Fields.  If  you  could  take  a  machine  and  put  it  at  a  festival, 
we  have  300,000  people,  you  can  charge  as  much  as  $15;  and  that, 
in  your  mind,  would  not  be  considered  unreasonable,  when  a  cus- 
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tomer — when  I  put  my  card  in  that  machine  and  I  put  $200,  will 
I  receive  $210  and  only  $200  will  be  debited  to  my  account? 

You,  as  a  customer  yourself,  how  would  you  feel  paying  $15  to 
gain  access? 

Mr.  Culberson.  I  wouldn't  do  it.  I  wouldn't  pay  it.  I  wouldn't  use 
the  machine. 

Mr.  Fields.  Last,  what  if  you  don't  have  the  disclosure  on  that 
machine  that  notifies  that  individual  who  is  about  to  make  that 
transaction,  because  how  many  machines  have — do  you  think  that 
machine  had  a  disclosure  that  said,  if  you  use  this  machine,  be- 
cause it  is  portable  and  because  it  is  so  convenient,  we  are  going 
to  charge  you  $15? 

Nine  times  out  of  ten,  the  average  consumer  irrespective  of  how 
badly  they  need  that  cash,  they  would  have  taken  the  bus  some- 
where else  to  gain  access  to  their  cash,  had  that  disclosure  been 
made. 

Mr.  Culberson.  You  have  got  a  good  case  for  putting  it  on  the 
machine,  I  agree  with  you. 

Mr.  Fields.  You  have  got  a  good  case  for  taking  this  back  to  the 
bankers  and  seeing  how  they  feel  about  this. 

I  thank  the  chairman. 

Chairman  Kennedy.  Thank  you. 

I  want  to  thank  all  the  witnesses  for  coming  here  today  and  for 
providing  excellent  testimony.  There  being  no  further  questions,  on 
behalf  of  the  subcommittee,  I  want  to  ask  unanimous  consent  that 
the  record  be  kept  open  for  a  period  of  4  weeks  from  today  so  that 
additional  views  may  be  submitted. 

Hearing  no  objection,  it  is  so  ordered. 

I  want  to  again  thank  all  of  our  witnesses — thank  you  in  particu- 
lar, Ryan,  for  the  excellent  example  that  you  have  given  us  today 
of  the  problems  we  are  trying  to  solve.  Thank  you  very  much. 

The  subcommittee  is  in  recess. 

[Whereupon,  at  1:10  p.m.,  the  hearing  was  adjourned.] 
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THIS  MORNING,  THE  SUBCOMMITTEE  EXAMINES  RECENT  TRENDS  IN  THE 
FEES   CHARGED   TO   DEPOSITORS   BY   BANKS,    THRIFTS,    AND   CREDIT   UNIONS. 

THESE  FEES  ARE  GROWING  AT  AN  EXPLOSIVE  RATE.  TODAY,  LENDERS 
ARE  CHARGING  HIGHER  FEES  FOR  MORE  SERVICES,  EVEN  THOUGH  THEY  ARE 
ENJOYING  RECORD  PROFITS  AND  LOWER  COSTS  THROUGH  TECHNOLOGICAL 
INNOVATION. 

LAST  YEAR,  BANKS  EARNED  15.2  BILLION  DOLLARS  ON  FEES  ALONE. 
THAT'S  AN  INCREASE  OF  ALMOST  50%  FROM  4  YEARS  EARLIER,  AND  AN 
INCREASE    OF    OVER    100%    FROM    1985. 

MORE  AND  MORE,  BANKS  ARE  DEPENDING  ON  THESE  FEES  TO  BOOST 
THEIR  BOTTOM  LINE.  TEN  YEARS  AGO,  FEES  COMPRISED  ABOUT  25%  OF 
BANKS'    TOTAL   INCOME.      BY   LAST   YEAR,    FEES   MADE  UP  A  THIRD  OF   INCOME. 

THE  DAYS  OF  FULL-SERVICE  BANKING  ARE  OVER.  LENDERS  NOW  CHARGE 
CONSUMERS  A  FEE  FOR  EVERYTHING  BUT  THE  AIR  THEY  BREATHE.  FIVE 
YEARS  AGO,  ONE  INDUSTRY  MONITOR  REPORTED  THAT  BANKS  CHARGED  FEES 
FOR  96  DIFFERENT  SERVICES.  TODAY,  THEY  ASSESS  A  FEE  FOR  225  KINDS 
OF  ACTIVITIES.  THERE  ARE  FEES  FOR  OPENING  AN  ACCOUNT,  CLOSING  AN 
ACCOUNT,  AND  MOVING  CASH  FROM  ONE  ACCOUNT  TO  ANOTHER.  THEY  HAVE 
INACTIVE  ACCOUNT  FEES,  MISSING  SIGNATURE  FEES,  AND  BALANCE  INQUIRY 
FEES.  BANKS  CHARGE  CONSUMERS  FOR  USING  THEIR  ATM  CARDS  TOO  MUCH, 
AND  FOR  USING  THEM  TOO  LITTLE.  AND  AS  WE  WILL  LEARN  FROM  OUR 
SPECIAL  WITNESS  TODAY  —  RYAN  COBB  —  THEY  EVEN  CHARGE  A  CONSUMER 
WHO  INNOCENTLY  DEPOSITS  SOMEONE  ELSE'S  BAD  CHECK.  BANKS  CALL  THESE 
"DEPOSIT    ITEM    RETURNED    FEES"       —    OR    "D.I.R.'S"    FOR    SHORT. 


NOT  ONLY  HAS  THE  VARIETY  OF  BANK  FEES  SKYROCKETED.  BUT  SO  HAS 
THE  CHARGES  FOR  THEM  —  EVEN  THOUGH  TECHNOLOGICAL  ADVANCES  HAVE 
SENT  COSTS  DOWN,  NOT  UP.  A  BOUNCED  CHECK  USED  TO  COST  A  CONSUMER 
7  OR  8  BUCKS.  TODAY  THE  AVERAGE  IS  ABOUT  16  DOLLARS,  AND  IN  MANY 
CASES  AS  MUCH  AS  2  0  OR  2  5  DOLLARS.  YET,  THE  COST  OF  PROCESSING  A 
RUBBER  CHECK  IS  A  FRACTION  OF  THE  FEE  —  ABOUT  2  DOLLARS.  SO,  MANY 
BANKS   ARE    EARNING    PROFITS    OF    1000%    OR   MORE   ON   BOUNCED    CHECKS. 
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BANK  PROFIT  MARGINS  ON  ATM  TRANSACTIONS  ARE  NOT  AS  HIGH. 
■ACCORDING  TO  THE  CONSUMER  FEDERATION,  THEY'RE  ONLY  CLEARING  A  78% 
PROFIT.  THAT'S  RIGHT:  78  CENTS  OF  EVERY  DOLLAR  THEY  CHARGE  A 
CONSUMER  FOR  USING  AN  ATM  MACHINE  IS  PROFIT.  THAT  MAY  COME  AS  A 
SURPRISE  TO  MANY  CONSUMERS,  WHO  MAY  NOT  KNOW  THAT  THEY'RE  BEING 
CHARGED  FOR  ATM  TRANSACTIONS  TO  BEGIN  WITH.  IN  REALITY,  THOUGH, 
THEY  ARE  BEING  CHARGED  A  DOLLAR  OR  MORE  EVERY  TIME  THEY  USE  AN  ATM 
MACHINE  THAT'S  NOT  CONNECTED  WITH  THEIR  BANK. 

AS  FOR  D.I.R.'S,  THEY  ARE  NOTHING  MORE  THAN  A  FORM  OF  HIGH- 
TECH  PRICE  GOUGING.  U.S.  P.I.R.G.  HAS  FOUND  THAT  CONSUMERS  ARE 
BEING  CHARGED  AN  AVERAGE  OF  OVER  $5  FOR  THE  MISFORTUNE  OF  BEING 
STIFFED  WITH  A  BAD  CHECK.  IN  SOME  CASES,  THEY  MAY  BE  CHARGED  UP  TO 
$20.  THAT'S  LIKE  BEING  CONVICTED  FOR  SOMEONE  ELSE'S  CRIME.  IT'S 
SIMPLY  UNCONSCIONABLE  THAT  BANKS  WOULD  DO  THIS  TO  THEIR  OWN 
CUSTOMERS . 

IN  THE  1980' S,  BANKS  AND  THRIFTS  LOST  BILLIONS  BECAUSE  OF  BAD 
LOANS  MADE  BY  PEOPLE  WITH  NAMES  LIKE  TRUMP  AND  KEATING.  NOW,  IN 
THE  1990 'S,  THEY  ARE  TRYING  TO  RECOUP  THOSE  LOSSES  BY  NICKLE  AND 
DIMING  THE  AMERICAN  CONSUMER.  THE  BOTTOM  LINE  IS  THAT  THEY  ARE 
PADDING  THEIR  PROFITS  BY  SOAKING  THE  DEPOSITOR. 

I  HAVE  NOTHING  AGAINST  ANYONE  EARNING  A  PROFIT.  BUT  IF  BANKS 
WANT  TO  MAKE  MONEY,  THEY  SHOULD  DO  IT  THE  OLD-FASHIONED  WAY:  BY 
MAKING  LOANS  TO  CONSUMERS,  NOT  BY  PICKING  THEIR  POCKETS,  FEE- 
GOUGING  ONLY  MAKES  IT  MORE  DIFFICULT  FOR  CONSUMERS  TO  GET  THE 
BANKING  SERVICES  THEY  NEED  TO  PROSPER.  AND  BY  DRIVING  CONSUMERS 
OUT  OF  THEIR  BANKS  AND  INTO  CHECK-CASHING  OUTLETS  AND  MORTGAGE 
BANKS,  INSURED  LENDERS  MAY  IN  THE  LONG  RUN  BE  HURTING  THEMSELVES  AS 
WELL  AS  CONSUMERS. 

WHAT  CAN  WE  DO  TO  HELP  CONSUMERS?  FIRST  AND  FOREMOST,  WARN 
THEM  TO  HELP  THEMSELVES.  CONSUMERS  SHOULD  KNOW  THAT  THEY  MAY  BE 
GETTING  RIPPED  OFF  BY  THEIR  LENDERS,  AND  THEY  SHOULD  SHOP  AROUND 
FOR  THE  LENDERS  WHO  CHARGE  THE  MOST  REASONABLE  RATES. 

SECOND,  I  BELIEVE  THAT  WE  CAN  AND  SHOULD  IMPROVE  THE 
DISCLOSURE  OF  THESE  FEES.  FOR  INSTANCE,  CONSUMERS  OFTEN  WITHDRAW 
FUNDS  FROM  ATM  MACHINES  WITHOUT  ANY  WAY  OF  KNOWING  THE  COST  OF 
THOSE  WITHDRAWALS.  BY  NOTIFYING  THEM  OF  THE  COST  OF  THE 
TRANSACTION  AT  THE  TIME  IT  IS  MADE,  CONSUMERS  WILL  BE  ABLE  TO  MAKE 
AN  INFORMED  CHOICE  ABOUT  WHETHER  THE  COST  IS  WORTH  THE  SERVICE. 

THIRD,  I  CONTINUE  TO  BELIEVE  THAT  LENDERS  SHOULD  BE  REQUIRED 
TO  PROVIDE  LOW-COST  CHECKING  AND  DEPOSIT  ACCOUNTS  TO  CONSUMERS. 
MANY  LENDERS  HAVE  ESTABLISHED  THESE  "LIFELINE"  ACCOUNTS 
VOLUNTARILY.  HOWEVER,  AS  WE'VE  SEEN  FROM  THE  EXPLOSIVE  RISE  IN 
FEES,  VOLUNTARY  ACTION  ISN'T  ENOUGH.  LIFELINE  ACCOUNTS  SHOULD 
SIMPLY  BE  PART  OF  LENDERS'  BUSINESS.  IT'S  THE  LEAST  THEY  CAN  DO 
FOR  CONSUMERS,  GIVEN  THE  TREMENDOUS  BENEFITS  THEY  ENJOY  COURTESY  OF 
THOSE  SAME  CONSUMERS  —  LIKE  DEPOSIT  INSURANCE,  DISCOUNTED  FEDERAL 


58 


FUNDS,  AND  EVEN  TAXPAYER  BAILOUTS. 

I'M  PLEASED  TO  HAVE  SUCH  A  DISTINGUISHED  PANEL  OF  WITNESSES 
WITH  US  THIS  MORNING  TO  SHED  LIGHT  ON  THE  ISSUE  OF  BANK  FEES.  I 
LOOK  FORWARD  TO  HEARING  FROM  ALL  OF  YOU. 


ENERGV  AND  COMMERCE  COMMfTTEE 


CHAIffWOMAM 
COMMtltCI    CONSOMfH  PWOTECTIOM 

*no  coMwnnvtxtss 

OV(IIS>CHT  ANO 
iNVESnCATIOMS 
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GOVERNMENT  OPERATIONS  COMMITTEE 


Good  morning  Mr.  Chairman,  Ranking  Member  McCandless  and 
members  of  the  Subcommittee  on  Consumer  Credit  and  Insurance.   I 
am  here  today  to  discuss  an  issue  that  is  important  to  many 
consumers  —  high  bank  fees. 

Before  I  begin,  I  want  to  welcome  Illinois  State  Treasurer 
Pat  Quinn  and  commend  the  work  of  the  Treasurer's  office  on 
consumer  credit  issues. 

I  was  moved  to  testify  today  after  a  recent  personal 
experience.   I  was  visiting  Florida  when  I  called  my  bank  in 
Chicago  to  have  money  wired  into  my  Florida  bank  account.   The 
Chicago  bank  charged  me  a  fee  to  wire  the  money.   To  my 
discontent,  the  Florida  bank  then  charged  me  an  additional  fee  to 
receive  the  money. 

I  know  my  experience  is  not  unique  and  I  know  that  other 
consumers  share  my  frustration.   U.S.  Public  Interest  Research 
Group  and  the  Consumer  Federation  of  America  have  done  an 
excellent  job  in  documenting  the  extent  to  which  banks  are 
overcharging  consumers. 

While,  there  is  not  enough  time  to  comment  on  every  fee  they 
have  uncovered,  I  would  like  to  take  this  opportunity  to 
highlight  two  particularly  disturbing  fees.   They  are  the  deposit 
item  returned  (DIR)  and  automatic  teller  machine  (ATM)  fees. 
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First,   the  industry  practice  of  charging  consumers  for 
deposited  items  that  are  returned  is  particularly  egregious. 
There  is  absolutely  no  rationale  for  charging  consumers 
outrageous  fees  for  unknowingly  depositing  checks  in  their 
accounts  that  end  up  bouncing  due  to  the  actions  of  the  person 
that  actually  wrote  the  check. 

According  to  the  Public  Interest  Research  Group,  Illinois 
banks  charge  an  average  of  $6.70  for  a  DIR.   Some  states  charge 
even  higher  amounts.    Public  Interest  Research  Group's  research 
showed  that  some  banks  charge  up  to  a  whopping  six  times  more 
than  the  costs  of  processing  a  DIR.    It  is  estimated  that  it 
only  costs  banks  about  $1.50  to  process  a  DIR.   In  the  Illinois 
situation,  that  equals  an  extra  $5.20  that  a  bank  gets  to  collect 
at  the  expense  of  the  innocent  consumer. 

There  seems  to  be  no  justifiable  reason  for  this  charge.   I 
wait  in  anticipation  as  banks  attempt  to  explain  to  Congress  and 
the  American  public  why  it  is  necessary  to  charge  innocent 
consumers  this  fee. 

Public  Interest  Research  Group  has  proposed  that  the  DIR  fee 
be  banned.   Mr.  Chairman,  I  urge  this  Subcommittee  to  give  that 
proposition  serious  consideration. 

In  recent  years,  most  consumers  have  come  to  rely  on  ATMs. 
Between  1986  and  1990,  Public  Interest  Research  Group  found  that 
the  fees  charged  by  banks  to  their  customers  for  using  their  ATMs 
skyrocketed  150%  and  the  fees  charged  by  banks  to  their  customers 
for  using  other  ATMs  increased  29%.   Not  only  are  the  fees  going 
up,  but  more  and  more  banks  are  starting  to  charge  consumers  for 
using  ATMs. 

Interestingly,  according  to  Consumer  Federation  of  America, 
while  the  ATM  fees  that  banks  charge  are  continuing  to  increase, 
from  1991  to  1993  the  costs  for  maintaining  ATM  machines  have 
declined  by  4.3%. 

The  average  ATM  fees  may  not  seem  like  much  at  first  glance, 
but  those  dimes  and  quarters  quickly  add  up  to  dollars  for 
consumers  and  according  to  CFA,  2  billion  in  profits  for  banks. 


MORE- 
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According  to  the  surveys,  some  banks  even  charge  "dormant 
ATM  card  fees."    Let  me  repeat:  banks  are  even  charging 
consumers  for  not  using  ATMs.   Consumers  have  no  option.   They're 
bilked  if  they  do  and  they're  bilked  if  they  don't.   The  only 
solution  is  for  Congress  to  step  in  and  give  consumers  real 
choices  —  by  capping  fees  and  not  allowing  banks  to  charge 
consumers  for  services  they  have  not  used. 

A  couple  of  the  banks  surveyed  "generously"  offered  to  waive 
fees  for  some  consumers.   Of  course,  there  was  a  catch.    The 
waivers  only  applied  to  consumers  that  had  balances  of  at  least 
$1,000  or  $5,000.   The  effect  is  that  low  income  consumers  —  the 
ones  that  are  in  most  need  of  waivers  —  end  up  paying  more  to 
use  bank  services. 

Although  not  as  much  attention  has  been  paid  to  the  charges 
for  wiring  money,  I  want  to  make  it  clear  today  that  this 
practice  should  be  investigated  by  this  Subcommittee  along  with 
the  DIR,  ATM  and  other  fees.   I  ended  up  paying  a  very 
substantial  fee  to  wire  the  money.   In  my  situation,  I  was  able 
to  absorb  the  high  fee.   However,  I  could  not  help  thinking  about 
the  many  consumers  for  which  absorbing  such  a  fee  would  really  be 
a  hardship. 

The  parent  that  has  to  guickly  send  money  to  a  college 
student  or  the  family  that  must  wire  money  to  a  elderly  loved 
one,  may  find  these  fees  to  be  burdensome. 

In  conclusion  Mr.  Chairman,  gone  are  days  when  consumers 
were  paid  in  cash.   Gone  are  the  days  when  consumers  saved  their 
money  under  mattresses.   Now,  virtually  every  consumer  uses  banks 
and  other  similar  financial  institutions.   Banking  practices,  in 
one  form  or  another,  affect  all  of  us.   One  thing  is  clear  today: 
banks  are  simply  not  putting  their  customers  first. 


******** 
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SURVEY  INFORMATION  ON  RETAIL  FEES  AND  SERVICES  OF  DEPOSITORY 
INSTITUTIONS 

I  am  pleased  to  be  here  today  to  discuss  the  trends  in  retail 
fees  and  the  availability  of  retail  services  at  depository 
institutions.   The  information  that  I  will  describe  today  was  obtained 
from  annual  surveys  sponsored  by  the  Federal  Reserve  System. 

Before  presenting  the  results,  let  me  first  note  the  original 
purpose  of  the  surveys  and  explain  how  they  are  conducted.   The  Board 
instituted  this  effort  to  meet  the  requirements  of  Section  1002  of  the 
Financial  Institutions  Reform.  Recovery,  and  Enforcement  Act  of  1989 
(FIRREA) .   Congress  required  the  Board  to  report  annually  on 
discernible  changes  in  the  cost  and  availability  of  a  wide  variety  of 
retail  banking  services  in  order  to  assess  the  extent  to  which 
increased  deposit  insurance  premiums  might  be  passed  on  to  retail 
customers  in  the  form  of  reduced  availability  of  services  or  increased 
service  fees.   Congress  further  specified  that  these  annual  reports  be 
based  on  annual  surveys  that  use  samples  of  insured  depository 
institutions  that  are  representative  in  terms  of  size  and  location. 
Surveys  meeting  these  requirements  have  been  conducted  for  each  of  the 
last  five  years.   Copies  of  all  the  resulting  reports  to  the  Congress, 
which  contain  substantially  more  information  than  I  will  have  time  to 
present  today,  have  been  made  available  to  the  Committee. 

The  most  recent  of  these  reports  found  that  the  availability 
of  the  majority  of  retail  services  examined  did  not  change  appreciably 
between  1992  and  1993.  with  the  few  instances  of  improved  availability 
outnumbering  those  of  reduced  availability.   A  general  trend  in  the 
direction  of  increased  fees  was  also  observed,  with  24  out  of  44 
estimated  fee  changes  representing  fee  increases  greater  than  the  rate 
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of  inflation  and  the  remainder  representing  either  increases  less  than 
the  rate  of  inflation  or.  in  a  few  cases,  fee  decreases.   These 
observed  changes  in  fees  are  similar  to  those  found  and  reported  in 
earlier  years. 

Deposit  insurance  premiums  have  increased  over  the  years,  so 
that  these  fee  increases  do  correspond  with  an  increase  in  deposit 
Insurance  premiums.   It  is.  however,  difficult  to  determine  with  any 
certainty  the  extent  to  which  the  increase  in  deposit  insurance 
premiums  caused  fees  to  increase,  since  changes  in  other  factors  could 
also  have  played  a  role. 

The  survey  data  were  obtained  through  telephone  interviews 
conducted  by  a  private  survey  organization  under  contract  with  the 
Board.   The  number  of  institutions  surveyed  each  year  has  been 
approximately  150  banks  and  180  savings  associations,  with  some  minor 
changes  from  one  year  to  the  next.   These  institutions  are  chosen 
randomly  each  year  from  each  of  seven  different  geographical  regions 
of  the  country  and  from  five  different  size  groupings.   The  results 
reported  in  tables  1  through  4  are  not  simply  averages  of  the  fees  and 
service  availability  observed  for  the  sampled  institutions.   Instead, 
they  are  weighted  averages,  where  the  weights  are  determined  by  the 
region  of  the  country  and  the  size  classification  from  which  each 
institution  is  drawn.   This  procedure  is  analogous  to  that  typically 
used  in  public  opinion  polling.   The  result  in  this  case,  we  believe, 
is  a  better  estimate  of  what  is  true  of  the  entire  population  of  banks 
and  savings  associations. 

In  assessing  observed  changes  from  one  year  to  the  next,  it 
is  important  to  note  that  institutions  surveyed  were  not  in  general 
the  same  in  each  of  the  years  covered.  In  addition,  changes  observed 
from  one  year  to  the  next  may  reflect  differences  in  the  sample  drawn. 


65 


as  well  as  the  true  trend  over  time.   This  problem  tends  to  be  more 
severe  in  the  case  of  data  items  for  which  few  financial  institutions 
are  observed.   If,  for  example,  only  10  percent  of  financial 
institutions  offer  a  particular  retail  service,  then  there  will  be  few 
observations  of  financial  institutions  in  the  sample  that  can  be  used 
to  estimate  the  average  fee  for  that  service,  and  the  sampling  error 
will  be  large.   In  general,  however,  we  think  that  this  problem  is 
not  significant  for  most  of  the  items  of  interest. 

SERVICE  AVAILABILITY 

Table  1  focuses  solely  on  the  issue  of  service  availability 
and  how  it  has  changed  over  time.   Service  availability  can  be 
measured  in  a  number  of  different  ways.   For  the  purpose  of  this 
table,  it  is  measured  as  the  percentage  of  banks  or  savings 
associations  that  offer  a  particular  service.   Estimated  percentages 
are  presented  for  each  year  from  1989  to  1993,  and  results  are 
reported  separately  for  banks  and  savings  associations.   The  table 
also  indicates  the  change  in  the  percentages  that  occurred  between 
1989  and  1993  for  both  banks  and  savings  associations.   The  services 
included  in  the  table  are  some  of  the  most  important  retail  services 
offered  by  depository  institutions.   These  include  noninterest 
checking  accounts.  NOW  accounts  (Negotiable  Orders  of  Withdrawal, 
which  are  basically  checking  accounts  that  pay  interest),  savings 
accounts,  money  orders  or  cashiers  checks  (which  are  aggregated 
because  they  are  substitutes  for  each  other),  and  ATM  services. 
Because  of  the  importance  of  assessing  the  availability  of  basic 
banking  services,  we  have  also  included  information  on  the  percentages 
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of  institutions  that  offer  those  types  of  noninterest  checking 
accounts.  NOW  accounts,  and  savings  accounts  that  carry  no  fee. 

In  assessing  the  trends  in  service  availability  presented  in 
table  1 .  it  is  clear  that  results  differ  from  one  type  of  service  to 
another.   As  a  generalization,  we  do  not  find  strong  evidence  of  an 
overall  reduction  in  the  availability  of  services  during  this  period. 
Indeed,  the  availability  of  some  services  (including  NOW  accounts  and 
ATM  services  at  banks  and  noninterest  checking  at  savings 
associations)  increased  dramatically  over  the  period. 

As  table  1  also  shows,  the  availability  of  no-fee  accounts  at 
banks  and  savings  associations  is  limited  for  all  of  the  years 
examined.   For  example,  only  about  8  percent  of  the  banks  and  12 
percent  of  savings  associations  offered  no-fee  noninterest  checking  in 
1993.  and  only  11  percent  of  banks  and  1.5  percent  of  savings 
associations  offered  no-fee  savings  accounts.   Although  still  at  a 
relatively  low  level  of  availability,  no-fee  noninterest  checking 
became  somewhat  more  available  at  both  types  of  institutions  over  the 
period.   However,  no-fee  NOW  and  savings  accounts  became  less 
available  at  both  banks  and  savings  associations,  with  the 
availability  of  no-fee  savings  accounts  dropping  particularly  sharply 
at  savings  associations.   Finally,  the  availability  of  ATM  services  at 
banks  has  continued  to  increase  in  recent  years,  while  estimates  of 
the  availability  at  savings  associations  over  the  period  exhibit  a 
volatile  pattern. 

SERVICE  FEES 

Tables  2.  3.  and  4  focus  directly  on  the  level  of  fees 
charged  by  banks  and  savings  associations  for  various  services  and  how 
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the  fees  have  changed  over  time.   We  have  divided  the  presentation  of 
this  information  into  three  different  categories.   Table  2  presents 
information  on  the  average  level  of  fees  required  to  maintain  and  use 
various  types  of  checkable  accounts.   Table  3  presents  information  on 
fees  associated  with  various  types  of  special  actions,  such  as  those 
associated  with  the  return  of  checks  for  insufficient  funds  (NSF 
checks),  deposit  items  returned,  and  stop-payment  orders.   Table  ^ 
presents  information  on  the  various  types  of  fees  associated  with  the 
use  of  ATM  services.   Percentage  changes  in  fees  and  balance 
requirements,  where  meaningful  data  are  available,  are  presented  for 
the  period  between  1989  and  1993.  along  with  the  corresponding  change 
in  the  Consumer  Price  Index  during  the  period. 

Fees  Charged  for  the  Maintenance  and  Use  of  Checkable  Accounts 

Analysis  of  fees  charged  for  the  maintenance  and  use  of 
checkable  accounts  over  time  is  complicated  by  the  fact  that  the  terms 
of  accounts  can  differ  considerably.   For  example,  different 
nonchecking  services  may  be  provided  with  the  account:  the  balances 
that  depositors  must  maintain  to  avoid  fees  may  vary;  and  the  mix  of 
fees  charged  the  account  holder  can  differ  widely.   Depository 
institutions  can,  and  frequently  do.  offer  more  than  one  type  of 
account.   So  that  fee  information  may  be  compared  systematically  over 
time,  the  focus  in  table  2  is  restricted  to  four  rather  narrowly 
defined  accounts.   Nevertheless,  the  many  dimensions  of  even  these 
narrowly  defined  accounts  make  comparisons  over  time  difficult. 

The  first  of  these  accounts  we  have  termed  a  "single-balance, 
single-fee.  noninterest  checking  account."   This  is  an  account  that 
pays  no  interest  and  imposes  no  fee  if  a  minimum  balance  is 
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maintained:  otherwise  the  account  incurs  a  single  monthly  fee  but  no 
charge  per  check.   About  38  percent  of  banks  and  23  percent  of  savings 
associations  offered  this  account  in  1993.   The  monthly  fee  charged  by 
banks  averaged  about  $5.90  in  1993  and  does  not  seem  to  have  changed 
much  during  the  period.   Neither  the  average  minimum  balance  needed  to 
avoid  the  fee  nor  the  average  minimum  balance  required  to  open  the 
account  at  banks  increased  during  the  period,  and  in  fact  both  exhibit 
slight  declines.   For  savings  associations,  the  monthly  fee  averaged 
$5.50  in  1993  and  rose  over  the  period  by  about  17  percent.   Although 
that  fee  has  stabilized  over  the  last  three  years,  the  entire  increase 
over  the  full  period  is  roughly  equivalent  (as  indicated  at  the  bottom 
of  the  table)  to  the  change  in  the  CPI  between  the  dates  of  the  1989 
and  1993  surveys.    As  with  banks,  the  minimum  balances  associated 
with  this  account  at  savings  associations  exhibit,  if  anything,  slight 
declines . 

The  second  type  of  noninterest  checking  account  presented  in 
table  2  differs  from  the  first  in  that  failure  to  maintain  a  minimum 
balance  results  in  a  charge  per  check  as  well  as. a  monthly  fee.   Only 
10  to  25  percent  of  banks  and  no  more  than  5  percent  of  savings 
associations  offered  accounts  with  this  fee  structure.   Because  of  the 
existence  of  a  charge  per  check,  average  monthly  fees  charged  by  banks 
(about  $4  in  1993)  are  lower  than  those  charged  for  the  first  type  of 
account,  thus  illustrating  the  need  for  separate  reporting  of  these 
different  account  types.   In  contrast  to  the  first  type  of  account, 
the  average  monthly  fee  charged  by  banks  for  this  account  rose  24 
percent  between  1989  and  1993.   This  was  substantially  higher  than  the 
change  in  the  CPI  during  the  period,  although  there  was  considerable 


1.  The  CPI  used  throughout  is  the  urban  index,  all  items. 
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variation  exhibited  in  the  estimates  of  this  fee.   The  average  charge 
per  check  of  about  20  cents,  however,  did  not  increase.    Because 
so  few  savings  associations  offered  this  type  of  account,  reliable  fee 
and  minimum  balance  information  cannot  be  reported  for  savings 
associations  for  four  of  the  five  years  surveyed. 

The  third  noninterest  checking  account  reported  is  a  fee-only 
account,  defined  as  an  account  in  which  the  customer  is  charged  a 
monthly  fee  regardless  of  the  account  balance;  a  per-check  charge  may 
also  be  assessed,  but  not  necessarily.   The  proportion  of  banks  and 
saving  associations  offering  this  type  of  account  increased 
substantially  over  the  period,  with  about  42  percent  of  banks  and  18 
percent  of  savings  associations  offering  the  account  in  1993.   The 
average  monthl.y  fee  charged  by  banks  increased  by  about  45  percent, 
about  three  times  the  increase  in  the  CPI  during  the  period.   This 
increase,  however,  exaggerates  the  overall  increase  in  fees  charged 
holders  of  this  account,  because,  as  indicated,  a  smaller  percentage 
of  the  banks  surveyed  in  1993  included  a  charge  per  check,  and  the  per 
check  charge  was  roughly  constant.   Similarly,  the  substantial  decline 
(22  percent)  in  the  monthly  fee  registered  for  savings  associations 
offering  this  account  is  offset  by  the  fact  that  check  charges  were 
more  common  in  1993  than  in  1989. 

The  final  checkable  account  for  which  fee  information  is 
reported  is  a  NOW  account  for  which  the  institution  charges  no  fee  if 
a  minimum  balance  is  maintained:  otherwise,  the  institution  levies  one 
monthly  fee  with  no  check  charges.   This  type  of  account  is  offered  by 
about  half  of  all  banks  and  savings  associations.   Presumably  because 
the  account  holder  receives  interest  for  balances  maintained  in  this 


2.  Estimates  from  the  1992  Functional  Cost  Analysis  suggest  that  it 
costs  banks  between  22  and  26  cents  to  process  "on  us"  debit  items, 
which  include  checks. 
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type  of  account,  average  monthly  fees  and  the  average  minimum  balances 
required  to  avoid  the  fee  and  open  the  account  are  all  higher  than  in 
the  case  of  noninterest  checking  accounts.   The  monthly  fees  for  this 
type  of  account  averaged  $7.78  for  banks  and  $6.50  for  savings 
associations.   This  fee  increased  at  banks  by  somewhat  less  than  the 
increase  in  the  CPI  during  the  period,  while  the  average  monthly  fee 
increased  by  more  than  the  CPI  at  savings  associations. 

In  sum.  fees  charged  for  the  maintenance  and  use  of  checkable 
accounts  have  gone  up  substantially  in  some  cases.   There  is.  however, 
a  lack  of  uniformity  in  these  results,  since  in  other  cases  fees  do 
not  seem  to  have  risen  by  much.   Minimum  balance  requirements  appear 
to  have  fallen  in  a  number  of  cases,  although  results  are  not  uniform 
and  estimates  exhibit  substantial  volatility  from  year  to  year. 

Fees  Associated  with  Specialized  Services  or  Actions. 

The  picture  appears  to  be  quite  different  in  the  case  of  fees 
associated  with  specialized  services  or  actions.   As  indicated  in 
table  3,  for  these  types  of  fees  the  recorded  increases  appear  to  be  a 
good  deal  more  uniform.   For  each  item,  information  is  presented  both 
on  the  percentage  of  institutions  that  charge  a  fee  and  on  the  average 
fee  calculated  for  those  institutions  that  charge. 

Between  1989  and  1993.  the  charge  for  money  orders  increased 
at  banks  by  about  the  same  percent  as  the  increase  in  the  CPI,  and  by 
substantially  more  than  that  at  savings  associations.   Savings 
associations,  on  average,  charged  less  than  banks  in  1989,  but  tended 
to  catch  up  during  the  period. 

At  both  banks  and  savings  associations,  the  fees  charged  for 
stop-payment  orders,  checks  returned  for  insufficient  funds,  and 
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overdrafts  all  rose  substantially  more  than  the  increase  in  the  CPI 
during  this  period.   Further,  while  not  all  banks  and  savings 
associations  were  charging  these  fees  at  the  beginning  of  the  period, 
virtually  all  institutions  imposed  these  charges  by  the  end  of  the 
period . 

The  case  of  the  fee  charged  for  deposit  items  returned  is 
somewhat  different.   While  average  fees  did  not  rise  faster  than 
inflation  for  the  whole  period  between  1989  and  1993.  there  appears  to 
have  been  a  substantial  jump  between  1992  and  1993  at  banks.   Also, 
the  proportion  of  institutions  charging  for  returned  deposit  items 
seems  to  have  increased,  particularly  at  banks. 

Taken  together,  and  with  the  exception  of  money  orders.  I 
would  conclude  that .  in  general .  these  kinds  of  penalty  fees  have 
risen  sharply  over  the  last  few  years,  and  in  most  cases  the  rise  has 
been  greater  than  that  accounted  for  by  overall  inflation.   By 
contrast,  the  increases  in  money  order  fees  appear  to  have  kept  pace 
with  inflation  at  banks  and  increased  at  a  faster  rate  at  savings 
associations,  although  the  latter  started  from  a  considerably  lower 
base  . 

Fees  Associated  with  ATM  Services 

The  final  table  presents  survey  results  for  ATM  fees.   The 
surveys  covering  these  fees  differ  from  those  covering  other  items  in 
that  the  first  survey  was  conducted  in  1988  rather  than  1989.   Among 
other  things,  this  series  of  surveys  requested  information  from 
institutions  on  any  yearly  fees  that  they  charge  for  the  use  of  ATMs 
and  on  various  types  of  transaction  fees.   These  transactions  include 
withdrawals,  deposits,  and  balance  inquiries  made  through  the  use  of 
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ATMs.   Because  fees  may  differ  depending  on  whether  the  customer  uses 
the  institution's  own  ATM  (called  an  "on  us"  transaction)  or  another 
institutions ■ s  ATM  (called  an  "on  others"  transaction),  fee 
information  is  reported  separately. 

Results  indicate  that  a  small  minority  of  banks  and  savings 
associations  charge  their  customers  an  annual  fee  for  the  use  of  ATMs. 
In  recent  years,  this  fee  has  been  in  the  neighborhood  of  $10  to  312 
and  in  general  appears  to  have  decreased  during  the  period. 

The  most  important  changes  have  occurred  in  the  area  of  ATM 
transaction  fees.   The  most  striking  change  over  the  past  few  years 
has  been  the  substantial  increase  in  the  proportion  of  institutions 
charging  for  "on  others"  transactions.   The  proportion  of  banks 
charging  for  withdrawals  "on  others."  for  example,  increased  from  50 
percent  in  1988  to  about  76  percent  in  1993.  while  it  increased  from  a 
third  to  about  two  thirds  for  savings  associations  during  the  period. 
Other  types  of  "on  others"  transactions  exhibit  similar  increases.   In 
contrast,  it  is  relatively  uncommon  for  institutions  to  charge  for  "on 
us"  transactions,  and.  if  anything,  the  percentage  of  institutions 
charging  for  such  transactions  seems  to  have  declined  over  the  period. 
This  distinction  between  the  fees  charged  for  "on  others"  and  "on  us" 
transactions  may  be  partly  explained  by  the  fact  that  "on  others" 
transactions  typically  require  a  payment  to  the  ATM  network  by  the 
customer's  institution  (which  can  range  from  3  to  20  cents)  and  a 
payment  to  the  owner  of  the  ATM  (which  can  vary  between  20  cents  and 
$1  .20)  . 

Except  in  the  case  of  withdrawals  "on  others"  at  savings 
associations,  average  transaction  fees  do  not  seem  to  have  risen  as 
much  as  the  CPI.  which  increased  about  22  percent  between  the  dates  of 
the  earliest  and  latest  surveys.   Savings  associations  appear  to  have 
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been  catching  up  to  banks  for  fees  charged  for  withdrawals  "on 
others . " 

It  thus  appears  from  these  results  that  the  most  important 
change  occurring  in  the  area  of  ATM  fees  has  been  the  sharp  increase 
in  the  number  of  institutions  charging  customers  for  "on  others" 
transactions . 

In  summary,  the  trends  in  fees  seem  to  depend  very  much  on 
the  type  of  fee  at  issue.   Fees  associated  with  special  actions 
clearly  exhibit  the  most  consistently  large  increases,  while  the 
picture  for  other  types  of  fees  is  decidedly  more  mixed. 
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U.S.  House  of  Representatives 

Committee  on  Banking,  Finance  &  Urban  Affairs 

Subcommittee  on  Consumer  Credit  &  Insurance 


June  22,  1994 


Testimony  of 

Ryan  Lorraine  Cobb 


Mr.  Chairman,  and  Members 

of  the  Banking  Committee: 


My  name  is  Ryan  Cobb.  I  am  10  years  old. 
J  have  just  finished  the  5th  Grade  at  Taylor 
Elementary  School  in  Arlington,  Virginia. 

I  have  been  a  Junior  Girl  Scout  for  the  past 
two  years,  and  before  that  I  was  a  Brownie. 

Every  year,  the  Girl  Scouts  sell  cookies  to 
raise  money  for  activities.  This  year  the  money 
we  raised  helped  pay  for  a  weekend  trip  that  my 
Girl  Scout  Troop  took  to  the  Franklin  Science 
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Ryan  Lorraine  Cobb 
June  22,  1994 

Museum  in  Philadelphia.  This  year  I  sold  the 
most  cookies  in  my  Girl  Scout  Troop 

I  sold  153  boxes  of  cookies.  Some  of  the 
people  who  bought  my  cookies  wrote  me  a 
check. 

My  Dad  thought  it  would  be  a  good  idea  to 
open  a  bank  account  for  me  to  deposit  their 
checks.  I  got  a  savings  account  and  a  checking 
account  and  an  ATM  card.  My  Dad  showed  me 
how  to  use  the  ATM  card  to  get  cash  and  how  to 
write  checks  every  week  to  pay  for  my  school 
lunch  and  also  to  pay  for  book  orders. 

We  opened  my  bank  account  at  the  State 
Department  Credit  Union  last  January,  where 
my  Dad  also  has  a  bank  account.  I  sold  cookies 
in  February  and  delivered  them  in  March.  After 
everybody  paid  me  for  the  cookies,  we 
deposited  all  the  checks  I  got  in  my  bank 
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Ryan  Lorraine  Cobb 
June  22,  1994 

account.  But  one  lady  gave  me  a  check  that 
bounced. 

When  the  State  Department  Credit  Union 
found  out  that  the  lady's  check  bounced,  they 
took  $12.00  out  of  my  bank  account.  Then  they 
waited  a  week  and  tried  to  get  the  money  from 
the  lady  again,  but  her  check  was  still  no  good. 
So  they  took  another  $12.00  out  of  my  bank 
account.  The  State  Department  Credit  Union 
wrote  me  a  letter  explaining  that  the  lady's 
check  was  no  good,  but  I  did  not  understand  that 
they  also  were  taking  $24.00  out  of  my  bank 
account,  since  it  was  not  my  fault. 

Meanwhile  I  was  writing  my  checks  every 
Monday  to  buy  my  school  lunch,  which  costs 
$7.00  each  week.  In  April,  I  wrote  a  check  that 
bounced.  My  check  would  have  been  okay  if 
the  $24.00  they  took  had  been  in  my  bank 
account.  When  the  Office  at  Taylor  School  told 
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June  22,  1994 

me  that  I  had  to  bring  them  $7.00  in  cash 
because  the  check  I  wrote  was  no  good,  they 
said  I  had  done  something  wrong,  but  it  was 
really  the  State  Department  Credit  Union.  I  had 
to  pay  another  $15.00  penalty  for  that  check. 

All  three  penalties  I  had  to  pay  added  up  to 
$39.00,  which  is  more  than  I  made  from  selling 
cookies. 

Thank  you  for  asking  me  to  come  here  and 
tell  Congress  about  my  bank  account.  I  under- 
stand that  when  people  write  checks  and  don't 
have  enough  money  in  the  bank,  then  they  will 
have  to  pay  a  penalty  for  bouncing  a  check. 

But  I  do  not  think  it  is  right  for  the  State 
Department  Credit  Union  to  take  extra  money 
from  people  like  me,  who  get  paid  with  a  bad 
check.  That  is  somebody  else's  mistake  and  the 
person  who  makes  the  mistake  should  pay  for  it. 
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State  Department 

Federal  Credit  Union  70^^06  sooo 

1630  King  Sireel  800/296-8882 

Alexandna.  VA  223:4-2745  703/684-1613  Fax 


May    27,     1994 


Ms.  Ryan  L.  Cobb 
2330  N.  Vernon  ST. 
Arlington,  VA   22207-4037 


RE:  ACCOUNT  #115775 


Dear  Ms.  Cobb: 

Our  Share  Checking  Committee  has  reviewed  your  request 
for  returned  check  fee(s}  reimbursement.   Because  the  State 
Department  Federal  Credit  Union  was  not  in  error  in 
returning  your  share  checks,  and  has  incurred  costs 
associated  with  this,  the  committee  has  decided  not  to 
refund  the  fee(s). 

If  you  have  any  questions,  please  write  the  Share 
Checking  Committee  in  care  of  the  address  above.   Thank  you. 


S^cerely,  ^     ^ 


,// 


A-^^  / 


Mary  Dixon 

Chairperson 

Share  Checking  Committee 


MD/caw 
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STATE  DEPARTMENT  FEDERAL  CREDIT  UMON 


For  rijmnciAl  trmn»actior«: 
P.O  BOX  1410 


For  Inquiry  or  t«n.    Inia: 
l(}OCli(  JtrMI 
Ateua«r<a,  VA  31)14-174] 


(703)  70«-)000  -Milrciru 
(100)  l>t-lltl  -  TaU-Fr«  US. 


riUt  LOMtAINE   COBB 
2330   N  VERNON  STREET 
ARLINGTON  VA  22207-4037 


(703)  704-5171  -  Au«>ltl4 
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Patrick  Quinn 
Treasurer  of  the  State  of  Illinois 


Testimony  by  Julie  R.  Wingerter  before  the  U^.  House  of  Representatives  Subcommittee 
on  Consumer  Credit  and  Insurance  on  behalf  of  Illinois  State  Treasurer  Patrick  Quinn 

June  22i  1994 


Representative  Kennedy  and  membeis  of  the  Subconimince  on  Consumer  Credit  and 
Insurance,  on  behalf  of  Dlinois  State  Treasurer  Patrick  Quinn,  1  want  to  thank  you  for  inviting 
the  Treaiiurer  to  testify  at  this  hearing.  Treasurer  Quinn  fully  intended  lo  be  here  today  but 
wa,s  informed  yesterday  that  his  presence  was  required  in  Illinois  because  of  a  L;onstitutional 
lawsuit  over  legislative  reform. 

Pat  Quinn  is  one  of  the  leading  consumer  advocates  in  the  state  of  Illinois.   Before 
being  elected  State  Treasurer  in  1990  he  spearheaded  a  referendum  that  lead  to  the 
establishment  of  a  statewide  Qtizcns  Utility  Board  (CUB).   CUB  is  a  not-for-profit  volunteer 
organization  which  repre.'sems  the  interests  of  consumers  against  the  utilities.   CUB  i.s  the 
largest  consumer  group  in  Illinois. 

Since  he  took  office  Treasurer  Quinn  has  worked  to  eliminate  the  number  of  Illinois 
consumers  who  fall  outside  of  the  financial  mainstream.   He  has  created  a  Department  of 
Con.sumer  Fmance  within  the  State  Treasurer's  Office  and  has  aggrtwively  pursued 
legislation  and  programs  which  benefit  consumers. 

This  spring  the  State  Treasurer's  Office  undertook  a  study  of  the  types  of  fees. 
services,  and  account  structures  offered  by  Illinois  financial  institutions.    The  purpose  of  the 
study  was  to  analyze  current  nrends  and  practices  in  the  banking  industry  that  art  burdensome 
to  the  average  consumer. 

The  survey  included  questions  on  "lifeline"  checking  accounts,  programs  and  accounts 
for  seniors,  and  information  on  various  fees  assessed.   The  .study  also  contained  questions 
about  minimum  opening  deposits  and  monthly  service  and  maintenanee  fees. 
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The  study  found  that  Illinois  financial  institutions  regularly  charge  consumers  a  wide 
variety  of  fees  for  bank  services.    Among  the  fees  assessed  consumers  arc  fees  for  ATM 
usage,  check  writing,  and  account  maintenance.   Also  included  are  fees  for  stopping  payment 
on  a  check  because  it  is  lost  in  the  mail,  and  fees  for  deposit  items  returned-  both  examples 
of  circumstances  which  arc  beyond  the  customer's  control. 


Deposit  Item  Returned  Studv 

Treasurer  Quinn  has  been  particularly  concerned  about  the  Deposit  Item  Returned 
(DIR)  fee.  which  could  also  be  called  a  "Bank  Holdup  Fee."   A  Deposit  Item  Returned  Fee 
works  like  this: 

You.  a  consumer,  innocently  deposit  a  check  into  yotir  account   That  check,  through 
"no  fault  of  your  own,  later  bounces.   The  bank  then  charges  you.  the  recipient  of  the 
check,  a  deposit  item  returned  fee. 

In  effect,  a  DER  fee  makes  the  consumer,  who  has  already  been  victimized  once  by  being  the 
recipient  of  a  bad  check,  a  victim  a  second  time~  this  time  of  the  bank. 

DIR  Results:  210  Illinois  Finandai  Institutions 

•  More  than  one  half  surveyed  charge  DIR  fee 

•  Average  fee:  S6.32  (  $1.03  above  the  national  average  of  $5.29) 

•  Smallest  fee:  $.50 

•  Largest  fee:  $25.00 

•  Most  common  fee:  $4.50.    charged  by  40%  of  institutions  that  charge  a  fee 

Tom  McLaughlin,  an  Illinois  senior  citizen  contacted  the  State  Treasurer's  Office 
when  his  bank  charged  him  a  $20.(K)  DIR  fee.   McLaughlin  said.  'These  types  of  fees  are 
outrageous.    My  bank  charged  me  S20.(K)  for  a  check  someone  else  wrote.    I  complained,  and 
the  bank  cancelled  the  fee.  but  this  is  getting  to  be  like  an  epidemic:  banks  are  incrcasijic 
their  fees  like  crazy.  People  are  going  to  have  to  start  putting  their  money  under  a  mattress." 

In  addition  to  charges  as,sessed  to  consumer  accounts,  the  state  of  UlinoL;  is  al.>;o 
charged  a  fee  when  an  individual  gives  the  state  a  check  that  bounces  for  suite  income  taxes, 
drivers"  licenses,  license  plates,  hunting  Uccnscs.  or  other  items.  In  calendar  year  199?  the 
state  paid  more  than  $1(M),0()0  in  DIR  fees  ranging  from  $1.(X1  to  $4.50. 

State  Treasurer  Quinn   has  said.  There  is  something  fundamentally  wrong  with 
charging  consumers  and  government  entities  DIR  fees.   How  can  a  bank  in  good  conscience 
levy  an  unfair  fee  on  their  customers  for  something  that's  not  the  customer's  fault?  This  and- 
c-onsumer  charge  is  the  exact  opposite  of  faime.ss." 
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In  response  to  the  prevalence  of  the  DIR  tee,  the  Treasurer  has  taken  a  number  of 
actions.    In  early  June  a  letter  was  sent  to  all  banks  in  Illinois  asking  them  to  cease  chartiiiig 
consumers  and  agencies  of  government  for  the  indiscretions  and  poor  record  kcepini!  of 
others.   In  addition,  the  Treasurer  sent  a  letter  to  all  49  state  trca.surcrs  informing  them  of  the 
results  of  the  Illinois  study,  and  asking  them  to  make  the  same  request  of  the  financial 
institutions  in  their  states.    At  the  upcoming  conference  of  the  National  A.ssociaiion  of  Sute 
Treasurers,  Treasurer  Quinn  will  introduce  ;i  resolution  asking  banks  to  eliminate  tiie  DIR  fee 
for  consumer  and  government  accounts. 


Automatic  Teller  Machine  Study 

In  addition  to  the  study  of  DIR  fees,  the  Treasurer's  office  also  analyzed  ATM  fees  iji 
Illinois.     When  ATMs  were  first  introduceci  they  were  billed  as  a  co.st  saver  to  banks  and  as 
a  convenience  for  con.sumcrs.   Both  of  these  have  proven  true.   ATTvls  were  also  free.   The 
trend  today,  however,  is  for  banks  to  increasingly  use  ATMs  as  fee-driven  profit  centers. 
In  Illinois  6  million  consumers  have  ATM  cards,  and  there  arc  4<J00  ATMs  found  statewide. 

ATM  Results:  300  Illinois  Financial  Institutions 

76%  charge  a  fee  (None  charged  in  1980.) 

70%  charge  for  usage  of  another  banks'  ATMs 

Fees  range  from  $.15  -  $2.00 

Most  common  fee:  $  1 .00 

17%  charge  an  annual  fee  ($3-$24) 

9%  charge  for  use  of  own  machines  (S.15-  $1.00) 

Banks  use  9  different  fee  structures  to  a&icss  charges  for  ATM  use 

In  April  Treasurer  Quinn  propo.scd  legi."!lation  calling  for  .simple  disclosure  of  the  cost:; 
involved  in  ATM  tran.sactions.  The  legislation  requires  that  the  fees  imposed  on  the 
consumer  be  posted  on  the  screen  of  the  ATM  and  remain  visible  until  the  consumer  exerci.se 
an  option  to  continue  with  the  tran.saction.  The  legi.slarion  al.so  requires  thai  the  cost  of  the 
transaction  be  printed  on  the  receipt. 

The  is.suc  of  ATMs  and  rising  fees  is  of  parriculai'  relevance  in  Illinois  now.  not  only 
because  of  increa.sed  ATM  usage  by  consumers,  but  also  becaasc  Illinois  is  preparing  for 
Electronic  Benefits  Transfer  (EBT).  in  which  public  benefit-s  are  delivered  to  recipients 
through  the  use  of  an  ATM  card. 
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Currency  Exchangts 

Currenc-y  exchanges  provide  another  example  of  financial  insriturions  that  charge 
exorbitant  feej;  and  profit  at  the  expense  of  those  who  can  least  afford  it.   Currency  exchanges 
are  privately  operated  check  cashing  facilities.  There  arc  more  than  7(M)  in  Illinois; 
approximately  600  serve  as  distnburion  points  for  public  assistance  checks,    bi  Chicago,  for 
example.  97%  of  public  assistance  checks  arc  delivered  through  currency  exchanges. 

Currency  exchanges  profit  by  charging  a  flat  fee  as  well  as  a  percentage  of  the  check 
issued.   In  Illinois  the  current  fee  .schedule  is  $.90  plus  1.2%  of  the  value  of  the  check.   That 
represents  a  fee  of  $5.30  pa  month  for  a  typical  benefits  check  of  $367  for  a  family  of  three- 
-  a  total  of  $63.61)  per  year. 

State  Treasurer  Quinn  has  spearheaded  a  number  of  efforts  to  lower  the  fee  that 
currency  exchanges  are  permitted  to  assess  recipients  of  public  assistance  checks  to  $,90. 

In  December  1992  Trca.surcr  Quinn  inuoduced  the  Sman  Money  Program  to  provide 
comperdtftn  to  the  high  fees  of  Currency  Exchanges.   Sinan  Money  accounts  are  "lifeline" 
checking  accounts  where  an  individual  can  directly  deposit  their  monthly  public  benefit  check 
into  a  little  or  no-cost  checking  account    A  participating  bank  typically  offers  a  Smart  Money 
account  with  up  to  lU  free  checks,  no  service  fees,  no  minimum  balance,  and  an  ATM  card. 
Sman  Money  accounts  are  available  at  approximately  700  banking  locations  in  Illinois. 
Cunently  there  are  2400  program  participants.   Information  about  Sman  Money  is  available 
at  Public  Aid  offices,  and  is  sometimes  included  in  benefits  checks.   In  January'  3().00() 
Chicago  Housing  Authority  residents  received  information  about  Sman  Money  in  their 
monthly  rent  bill. 

To  keep  checking  cashing  fees  at  a  reasonable  level.  Trca.surcr  Quinn  proposes  thai 
nationaJ  legislation  which  limits  to  $1.00  the  fee  that  institutions  can  charge  for  cashing 
uovemment  checks,  be  introduced. 


Financial  Consumer  Association 

While  programs  such  as  Sman  Money  help  to  lower  costs  and  incrca.se  consumer 
access  to  bank  services,  much  more  is  needed.   State  Treasurer  Quinn  is  ;i  strong  proponent 
of  establishing  a  state  FCA--  Financial  Consumer  Association.    A  Financial  Consumer 
Association  is  a  not-for-profit  group  tliat  would  represent  consumers  who  have  checking  or 
savings  accounts,  u.se  credit  cards,  borrow  money,  or  use  currency  exchanges  or  have 
insurance  policies.   FCAs  .serve  as  a  watchdog  for  the  public  interest  in  the  financial 
marketplace. 

In  1 990  Quinn  led  an  advisory  referendum  which  asked  voters  in  a  number  of 
communiues  throughout  Illinois  if  the  Illinois  General  Assembly  should  enact  a  law 
establishing  a  Financial  Consumer  Association.  The  referenda  passed  by  more  than  70%  in 
each  of  the  municipalities  or  counties  where  it  appeared  on  the  ballot   n"his  includes  Cook 
County,  one  of  the  large.st  counties  in  the  nation. 
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Individuals  become  members  of  Financial  Consumer  Associations  by  rhe  payment  of 
a  nominal  annuaJ  fee.  An  elected  board  of  directors  comprised  of  members  of  the  FCA  hirc.N 
the  Association's  directors,  oversee  the  activities  of  the  FCA  and  set  policy. 


The  fees  and  practices  described  above  illustrate  the  wuy.s  that  Illinois  consumers  are 
increasingly  being  gouged  and  victiniiZKd  by  escalating  and  expanding  bank  and  curreni.y 
exchange  fees.    Both  legislative  and  programmatic  means  must  be  used  to  reverse  this  u-t:nd. 
Illinois  State  Treasurer  Quinn  hopes  that  the  lesuinony  that  1  have  provided  today  will  be 
used  to  protect  consumers  from  unfair  fees  and  policies,  and  to  further  advance  the  rights  of 
individual  citizens  to  access  financial  institution. 
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TESTIMONY  OF  GERRI  DETWEILER 
CONSULTANT  AND  CONSUMER  ADVOCATE 

Before  the  Hoaie  Svbcommittee  on  Consumer  Credit  and  Inturance 

Jane  22, 1994 

Thank  you  for  the  opportunity  to  appear  before  you  today  to  discuss  credit  card  fees 
Much  of  the  information  I  will  discuss  today  was  developed  when  I  was  with  the  national 
consumer  group,  Bankcard  Holders  of  America,  and  was  presented  in  BHA's  1992  report. 
Credit  Cards:  What  You  Don't  Know  Cuin  Cost  You.  Unfortunately,  representatives  from 
BHA  were  unable  to  participate  in  the  hearings  today.  The  views  I  am  presenting  today 
are  ray  own,  and  not  necessarily  those  of  my  clients. 

There  are  several  types  of  credit  card  fees:  annual  fees,  late  fees,  over-the-limit  fees,  and 
cash  advance  fees.  According  to  Credit  Card  News  (April  1, 1994),  a  well-known 
industry  newrsletter,  issuers  list  year  collected  S2  billion  dollars  in  annual  fees,  $1.9 
billion  in  late  and  over-limit  fees,  and  $900  million  in  cash  advance  fees.  While  annual 
fee  revenue  declined  sli^y  last  year,  late  and  over-limit  fee  revenue  increased 
draniaticaHy,  growing  19%  last  year.  Cash  advance  fee  income  also  grew  an  amazing 
29%. 

Gearly,  what  some  industxy  observen  call  "nuisance  fees"  are  oo  the  rise.  We  believe 
there  is  an  alanning  trend  on  the  part  of  card  issuers  to  lower  interest  rates  and  aosual 
fees,  but  recoup  the  lost  revoitie  throo^  back-end  fees.  The  overall  problem  with 
charging  these  fees  is  that  we  bdieve  ftey  are  unfair,  and  they  ^stort  tiie  true  cost  of 
credit,  making  it  very  difiicuh  for  comumen  to  compare  offers. 

LATE  FEES:  Late  fees  are  diarged  when  a  cardholder  fails  to  make  at  least  die 
minimum  monthly  payment  by  the  due  date.  According  to  Credit  Card  News  estimates, 

nearly  90%  of  late  accounts  paid  a  late  fee  late  year,  at  an  average  of  $1 3  per  late  fee. 

Some  issuers  charge  a  flat  late  fee,  $10  for  example,  while  others  duu^ge  a  fee  that  is  a 
percentage  of  the  minimum  payment  that  is  late:  2%  of  the  minimum  payment  due,  for 
example.  Some  issuers  will  give  cardholders  ten  or  twenty  days  after  the  due  date  to  pay 
before  they  will  charge  a  late  fee.  Other  issuers,  however,  will  charge  late  fees  if  a 
cardholder  is  just  (mm  day  late.  In  fbt  past,  I  have  received  complaints  from  consumers 
who  were  assessed  late  fees  because  the  check  they  mailed  to  the  credit  card  company 
didn't  make  it  by  the  due  date,  even  tfaou^  they  mailed  it  several  days  in  advance. 

The  problem  with  late  fees  are  the  amounts  and  when  they  are  charged.  On  a  balance  of 
$500,  a  $10  fee  would  be  the  equivalent  of  a  2%  monthly  interest  charge,  or  the 
equivalent  of  an  APR  of  24%  That  charge,  of  course,  is  in  addition  to  tfie  interest 
charged  on  the  entire  balance  due.  Some  banks  charge  interest  on  late  fees,  others  do  not. 
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Most  banks  will  tell  you  they  must  charge  these  fees  to  cover  the  cost  of  handling  late 
payments,  and  to  avoid  penalizing  those  customers  who  do  pay  on  time.  In  most  cases, 
however,  the  amount  nf  the  late  fee  rines  not  in  anv  wav  reflect  the  cost  to  theissuet-of 
projT^'iing  thr  trTiasactinn  In  one  lawsuit  against  Wells  Fargo  Bank,  for  example,  the 

plaintiff  asserted  that  late  fees  only  cost  the  bank  $1.89  to  process.^  Yet  issuers  often 
charge  five  to  ten  times  that 

There  also  is  a  question  as  to  wbcdier  if  s  necessary  to  charge  late  fees  at  all.  First  of  all, 
the  interest  char^  is  supposed  to  cover  the  cost  of  lending  and  some  level  of  profit.  The 
lender  should  be  building  in  a  certain  expected  delinquency  rate  into  the  interest  rate. 
Secondly,  there  arc  other  vrays  to  reduce  tfic  "additional  risk"  of  customers  who  arc  late 
and  encourage  on-titne  payments:  suspend  their  credit  privileges  until  they  get  caught  up, 
andnotify  them  thai  a  late  payment  will  be  reported  to  the  credit  bureau,  for  example. 

OVER-UMTT  FEES:  Over-limit  fees  are  charged  to  consumers  who  go  over  their 
credit  limits.  Hiis  fee  is  by  fitf  the  most  egregious.  Issuers  justify  the  over-limit  fee  by 
saying  that  a  customer  who  goes  over  the  credit  limit  is  an  increased  credit  risk.  Yet,  in 
the  large  majority  of  cases,  the  issuer  can  simply  refuse  to  authorize  an  over-limit 
transaction  at  fte  point  of  sale  if  they  thiiik  die  purchase  will  increase  their  risk.  Instead, 
they  allow  the  customer  to  go  over  the  limit,  then  assess  an  over-limit  fee. 

Just  like  late  fees,  over-limit  fees  can  be  outrageoosty  expensive.  An  issm*  may  chtrge 
an  over-limit  fee  of  S15  or  S20  to  someone  who  goes  over  tfteir  limit  -  in  addition  to  the 
interest  that  customer  may  pty.  Keep  in  mind  that  customers  who  are  charged  over-limit 
fees  axe  likely  to  be  very  prafhiUe  customers.  Either  they  are  hi^  spenders,  who  charge 
a  lot  and  pty  their  bills  in  full,  or  revolvers  who  cany  hi^  balances  and  pty  a  lot  of 
interest 

CASH  ADVANCE  FEES:  These  fees  can  substantially  hike  the  cost  of  borrowing 
money  on  a  credit  card  Knt^issners  in  almost  all  cases  charge  interestjmmediatelv  on 
aah  advances  -  there's  no  grace  period  even  when  ti>cre  is  one  on  purchMex  Snin^  al«i 
charge  a  higher  rate  for  cash  advances  than  for  purchases.  Finally,  many  issuers  charge 

cash  advance  fees  averaging  $5.24.^  If  s  nearly  impossible  for  most  consumers  to 
compare  the  cost  of  credit  including  a  cash  advance  fee,  since  it  all  depends  on  how  long 
the  constmier  takes  to  pay  back  the  loan,  how  much  is  borrowed  and  what  the  underlying 
interest  rate  is. 

An  example:  A  consoma  has  a  credit  card  v^ft  an  interest  rate  of  1 8.5%.  He  takes  a  cash 
advance  of  $300  (a  typical  advance),  and  is  charged  a  typical  fee  of  $2.50  in  addition  to 
one  month's  interest.  If  the  cardholder  pays  back  the  advance  in  25  days,  when  he  gets  the 
bill,  hell  be  charged  an  effective  interest  rate  of  32.94%. 

STATE  LAWS:  To  the  best  of  my  knowledge,  twenty-eight  states  currently  regulate  late 
fees,    two  stales  regulate  over-limit  fccs,^  and  two  states  specifically  regulate  cash 
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advance  fees.^  Many  consumers  obtain  their  credit  cards  from  issuers  located  out  of  their 
home  states.  Whether  or  not  stales  can  hmit  fees  charged  to  their  own  citizens  by  out-of- 
state  issuers  has  been  the  subject  of  numerous  lawsuits  in  recent  years. 

Uhfortunately,  consumers  have  been  losers  in  these  battles  to  regulate  usurious  fees. 
States  that  currently  have  laws  on  tbe  books  regulating  nuisance  fees  have  lost  in  their 
attempts  to  regulate  or  prohibit  fees  on  cards  imported  from  other  states.  Those  states 
that  still  try  to  maintain  regulations  on  fees  charged  by  in-state  issuers  arc  faced  with  the 
threat  of  losing  jobs  to  oAer  states  as  banks  take  their  businesses  elsewhere.  This  has 
created  a  "race  to  the  bottom"  vwth  each  state  trying  to  deregulate  in  order  to  keep  or 
attract  credit  card  business.  We  believe  the  end  cost  to  consumers  amounts  to  billions  of 
dollars  in  extra  unnecessary  fees. 

STEPS  THAT  SHOULD  BE  TAKEN:  Congress  has  two  choices:  one  is  to  give  the 
states  power  to  regulate  fees  charged  to  their  citizens,  both  by  out-of-state  issuers,  and  in- 
state issuers.  The  other  is  for  Congress  to  limit  fees  across  the  board.  If  you  choose  the 
latter,  1  would  recommend  limiting  late  fees  to  the  amount  that  it  costs  an  issuer  to 
process  a  late  payment,  probably  less  than  a  couple  of  dollan,  and  allow  late  fees  to  be 
charged  only  after  a  generous  "grace  period."  at  least  one  billing  cycle.  Late  fees  should 
nevo-  be  charged  more  than  <moe  for  the  same  late  payment 

With  r^ard  to  over^imh  fees,  itpattn  are  moving  toward  lOOH  audiOTization  of  all  credit 
card  transactions.  Again,  tfie  loyodty  of  tnnsactions  are  cwrtntfy  authorized  at  point-of- 
sale.  Therefore,  in  my  opinion,  ova-limit  fees  should  be  banned,  period. 

There  is  a  third  choice,  and  that  would  be  to  do  nottting.  In  diat  case,  we  are  likely  to  see 
increasing  fees,  and  nan  creative  ways  of  charging  consumers  'on  tiie  back  ead,"  raster 
than  being  up  front  about  what  ^  credit  card  really  costs. 

Thank  you  again,  Chairman  Kennedy  and  members  of  the  subcommittee,  for  holding 
these  hearings  and  for  the  opportunity  to  present  my  testimony  today. 


^  Credit  Card  News.  April  15, 1994,  p.8. 

^  Consvmer  Action  News,  }Ax^\^2. 

^  Credit  Card  News,  April  1, 1994.  p.8. 

"*  AL,  AK,  CO,  CT,  DE,  DC,  FL,  HI,  ID,  IN,  lA,  KS,  KY,  LA,  ME,  MD,  MA,  MI,  MN. 
MS,  MO.  MT,  NE,  NV,  NJ,  NM,  NY,  SD.  Source:  American  Banker's  Association, 
August  4, 1993. 

^  lA  and  MN.  Source:  ABA. 
^AKandLA. 
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The  Consumer  Federation  of  America  (CFA)  greatly  appreciates 
the  opportunity  to  testify  on  the  subject  matter  of  today's 
hearing:  the  rising  tide  of  bank  fees.  CFA  has  long  been  concerned 
about  the  impact  of  escalating  bank  fees  on  the  cost,  accessibility 
and  availability  of  retail  bank  services  --  financial  services 
essential  to  the  day-today  economic  functions  of  consumers. 

The  dizzying  array  of  entry  charges,  service  fees  and 
surcharges,  levied  against  American  consumers  by  publicly  insured 
depositories,  are  unfairly  depriving  working  families  of  billions 
of  dollars  annually  --  nickel  by  nickel  and,  increasingly,  dollar 
by  dollar. 

The  rise  in  fees  and  the  increasing  complexity  of  the  fee 
system  have  created  a  burdensome  and  expensive  banking  system  that 
places  huge  costs  --  some  $15  billion  last  year  alone  according  to 
data  provided  the  Subcommittee  from  the  Federal  Reserve  -  -  on 
middle  class  consumers  and  often  prices  lower- income  consumers 
right  out  of  the  federally- supported  banking  market. 

We  believe,  in  short,  that  there  is  an  uncontrolled  and 
destructive  war  being  waged  by  the  banking  industry  on  consumers 
for  more  and  more  fee  income  --  a  lucrative  battle  for  an 
increasing  share  of  the  disposable  income  of  consumers . 


1424  16th  Street,  N.W.,  Suite  604  •  Washington,  D.C.  20036  •  (202)  387-6121 


93 


This  all  out  campaign  to  extract  charges  from  consumers  for 
maintaining  relationships  with  banking  coirporations  has  placed  a 
great  and  increasing  burden  on  the  middle  class  and  has  produced  a 
crisis  for  the  poor.  The  low- income  working  class,  the  elderly  on 
fixed  incomes,  and  large  segments  of  minority  groups  have  been 
forced  to  choose  between  seeing  their  meager  incomes  substantially 
eroded  by  banking  charges  or  abandoning  banking  services  altogether 
and  accepting  the  inconvenience  and  dangers  of  using  "cash-only". 

Bankers  are  no  longer  content  to  earn  money  the  old  fashion 
way  by  collecting  deposits  and  placing  those  funds  back  into  a 
community  in  the  form  of  solid  interest  earning  loans.  Rather,  the 
banking  industry  has  become  addicted  to  deposit  account  fees.  These 
fees  --  perhaps  once  a  legitimate  administrative  charge  --  have  now 
mushroomed  into  exorbitant  consumer  price  gouging. 

No  longer  simple  service  charges,  account  fees  are  now  an 
increasing  arbitrary  financial  burden  --  a  tax  --  imposed  upon 
consumers  to  boost  the  balance  sheets  of  banks.  These  fees  bear 
little,  if  any,  relationship  to  actual  administrative  costs  of 
providing  banking  services . 

The  banks'  strategy  includes  the  invention  of  literally  dozens 
of  "service  charges"  which  are  imposed  for  services  historically 
considered  usual  and  necessary  incidents  of  checking  and  savings 
accounts . 

Over  the  last  decade,  CFA  has  conducted  numerous  national 
surveys  of  bank  fees.  We  have  found,  year  after  year,  a  trend 
toward  product  segmentation  and  a  consequent  proliferation  of  fees 
for  the  provision  of  banking  services.  Banks,  increasingly,  segment 
checking  and  savings  and  other  banking  relationships  into  numerous 
artificial  subparts  and  charge  consumers  for  each.  With  benign 
disinterest,  the  banks,  and  their  hired  fee  consultants,  refer  to 
this  fee  grab  as  "explicit  pricing". 

Today  consumers  face  literally  hundreds  of  charges  including 
those  for  deposit  slips,  "excess  withdrawals",  account 
reconciliation,  deposit  correction,  check  sorting,  dormant 
accounts,  ATM  cards,  dormant  ATM  cards  as  well  traditional  fees  for 
monthly  account  maintenance,  stop  payments  and  ATM  transactions. 

When  bankers  seek  to  explain  their  "costs"  to  the  consuming 
public,  they  play  an  accounting  shell  game  in  which  tiny  segments 
of  the  total  banking  or  checking  account  relationship  are 
artificially  segregated  and  then  termed  "not  profitable"  unless  the 
consumer  directly  bears  the  cost.  Yet,  the  total  prof ite±>ility  of 
the  transaction's  related  parts  is  not  acknowledged  in  the 
apologists'  calculus. 

The  nature  of  basic  checking  accounts  has  always  been  that  the 
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bank  reaps  enormous  profits  by  holding,  using  and  investing  the 
customer's  money  and  in  partial  return  for  such  rich  reward  to  the 
bank,  it  administers  checking  accounts  for  the  convenience  of  the 
customer.  This  "agreement",  inherent  in  the  nature  of  checking 
itself,  has  been  breached  by  than  banks,  which  still  want  to  reap 
the  rich  rewards  from  utilizing  its  customers'  funds  but  charge 
excessively  and  unfairly  for  the  administration  of  those  funds. 


HARD  PACTS  ON  THE  FEE  FRENZY 

Quarter  after  quarter,  the  banking  industry  has  been  raking  in 
record  profits.  Contributing  to  these  record  profits  is  the  growing 
reliance  of  the  banking  industry  on  fee-based  sources  of  income, 
particularly  fees  for  retail  deposit  services.  Fee  income  is  an 
increasingly  important  component  in  the  banking  industry's  overall 
search  for  profits.  The  evidence  of  an  increasing  addiction  and 
reliance  on  fee-based  sources  of  income  is  extremely  strong. 

As  the  Office  of  the  Comptroller  of  the  Currency  (OCC) 
recently  noted^,  "over  the  past  decade,  a  growing  portion  of 
commercial  bank  income  and  earnings  has  come  from  fee-based 
activities."  Non-interest  income  as  a  percentage  of  all  income 
increased  by  40  percent  between  1984  an  1992,  from  24.59%  to 
32.97%.  The  OCC  reports  that  by  1992,  "one  out  of  every  three 
dollars  of  income  at  commercial  banks  was  non-interest  income"^. 

The  increase  for  income  derived  from  deposit  service  charges 
is  even  greater  than  that  for  non-interest  income  generally.  From 
1988  through  1992^,  bank  income  from  service  fees  on  deposit 
accounts  grew  48%,  even  though  deposits  rose  only  11%.  Service 
charges  on  deposits  as  a  percentage  of  total  assets  increased 
steadily  from  1989  to  1993  at  all  banks,  regardless  of  size. 

For  the  last  five  years,  the  Federal  Reserve  has  annually 
reported  to  the  Congress  on  changes  in  the  cost  and  availaJsility  of 
retail  banking  services.  Released  earlier  this  month,  the  Federal 
Reserve's  latest  report  on  bank  fees,  like  its  predecessors, 
concludes:  "a  trend  in  the  direction  of  higher  fees  is  also 


^  Robert  De Young. Fee -Based  Services  and  Cost  Efficiency  in 
Commercial  Banks,  Economic  i  Policy  Analysis  Working  Paper  94-3, 
Office  of  the  Comptroller  of  the  Currency,  April  1994,  p.  2. 

'  ibid,  p. 3. 

'  Federal  Deposit  Insurance  Corporation  A  Statistical  History 
of  the  United  States  Banking  Industry.  Washington,  DC,  1992. 
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apparent".*  This  year's  report  further  notes  that  fully  one-quarter 
of  the  40  fees  tracked  "showed  statistically  significant  changes." 

The  most  striking  change  from  1992  to  1993,  according  to  the 
Federal  Reserve,  is  a  whopping  60%  increase  in  the  median  monthly 
maintenance  fee  for  "fee-only  checking"  from  $3  to  $5. 

As  the  Federal  Reserve  notes,  the  increase  in  both  the  average 
and  the  median  monthly  fee  at  banks  "is  significantly  larger  than 
the  roughly  4  percent  increase  in  the  consumer  price  (CPI)  during 
the  seventeen  months  between  the  July  1992  and  December  1993 
surveys"^.  Fifteen  times  the  rate  of  inflation  makes  "significant" 
a  bit  of  an  understatement.  But,  this  a  clear  example  of  arbitrary 
piling  on  the  consumer  without  economic  rationale.  Just  a  little 
more  taken  from  the  consumer  to  add  to  the  profit  line. 

Additional  "significant"  increases  in  service  charges, 
reported  by  the  Federal  Reserve,  include  stop-payment  orders  (up 
$1.10  or  9.3%),  NSF  fees  or  checks  returned  for  lack  of  funds  (up 
$1.39  or  9.7%)  and  DIR  or  deposit  items  returned  (up  $1.11  or 
22.3%) . 

Equally  alarming  was  the  steep  rise  in  the  incidence  of  fees 
or  in  the  number  of  institutions  charging  for  various  services. 
This  was  most  pronounced  in  the  area  of  electronic  banking  where 
the  increases  in  the  number  of  banks  charging  for  "off-us"  ATM 
withdrawals  rose  10.6%  from  65.8%  to  76.4%,  for  "off-us"  balance 
inquiries  up  19.9%  from  52.0%  to  71.9%  and  a  whopping  28.3% 
increase  in  the  number  of  banks  charging  for  "off-us"  deposits  from 
42.7%  to  71.0%. 

Last  year,  CFA,  with  US  PIRG,  conducted  a  national  survey  of 

bank  fees  that  uncovered  similar  evidence  to  that  reported  by  the 

Federal  Reserve.  We  discovered  significantly  higher  fees  in  every 
deposit  service  we  examined. 

Among   the   principal   findings   of   the   report,   Crushing 
Consumers:  Rising  Bank  Fee  Burdens,  were: 

the  average  cost  to  maintain  a  NOW  interest  bearing 
checking  account  grew  by  22%  to  $197,  from  1990-1993. 
Monthly  account  fees,  a  key  part  of  that  cost,  increased 
by  27%  to  $7.56. 

the  average  cost  to  maintain  a  regular  checking  account 


*  Board  of  Governors  of  the  Federal  Reserve,  Annual  Report  to 

the   Congress   on   Retail   Fees   and  Services of DepositoiTY 

Institutions.  June  1994;  p.  1. 

*  ibid,  p.  5. 
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grew  by  18.5%  to  $184/year,  from  1990-1993.  Key  parts  of 
that  cost  were  average  bounced  check  fees,  which  rose 
21%,  to  $18,  and  average  "off -us"  ATM  charges,  which  rose 
37%,  to  98  cents. 


The  aggregate  numbers  tell  just  how  out  of  control  the 
bankers'  fee  frenzy  has  gotten. 

According  to  the  Federal  Deposit  Insurance  Corporation*, 
aggregate  service  charge  income  on  consumer  accounts  at  commercial 
banks  has  increased  from  $10.3  billion  in  1989  to  $14  billion  in 
1992  --  a  35%  increase  in  3  short  years.  These  bank  fee  increases 
vastly  outstrip  inflation  and  increases  in  bank  costs  many  times 
over. 

Included,  as  Appendix  1,  is  a  table  showing  the  aggregate 
increase  in  service  charges  collected  by  commercial  banks  over  the 
last  20  years.  Although,  a  general  increase  is  measurable 
throughout,  the  annual  increase  in  fees  has  grown  more  rapid  in 
recent  years.  Similarly,  the  ratio  of  fees  collected  per  dollar  of 
deposits  has  doubled  (See  Appendix  2)  .  This  is  strong  evidence  that 
the  increase  in  service  charges  is  out  of  control . 

RECORD  PROFITS,  LOW  INTEREST  AND  HIGH  SPREADS 

It  is  significant  that  bank  fees  aimed  at  consumers  continue 
to  skyrocket  and  spread  as  banks  enjoy  record  profits  --  over  $43 
billion  in  profits  last  year,  on  top  of  record  1992  earnings  of  $32 
billion. 

There  may  well  have  been  a  time  when  the  public  was  told  that 
higher  fees  were  necessary  because  banks  were  in  such  bad  shape 
that  they  just  had  to  have  additional  income  from  consumers  to 
survive.  But,  with  profits  soaring,  that  case  cannot  be  made  today. 
The  addiction  to  consumer  account  fees  has  taken  hold  and,  in  good 
times  and  bad,  consumers  are  being  asked  to  provide  the  icing  on 
the  cake  for  the  banking  industry. 

Given  these  exorbitant  profits,  there  is  simply  no  economic 
need  or  rationale  for  escalating  bank  fees. 

We  have  no  problem  with  banks  making  an  honest  buck  or  with  a 
healthy  banking  industry.  The  Nation,  the  economy  and  consumers  all 
benefit  from  a  sound  banking  system.  However,  unproductive 
profiteering  by  publicly-insured  depositories  is  deeply  troubling 
and  a  strong  rationale  for  immediate  governmental  intervention  to 
ease  the  burden  of  bank  fees  on  consumers. 


'  FDIC:  A  Statistical  History  of  the  United  States  Banking 
Industry:  1934-1992.  p.  70. 
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Not  only  are  fees  out  of  control,  but  banks  are  paying 
consumers  piddling  sums  in  interest  on  deposits.  Last  month,  CFA 
released  a  report  on  trends  in  savings  rates,  "Savings  Account 
Interest  Rates:  Are  Banks  Paying  Consumers  Too  Little?",  that 
observed  that  the  banking  industry  is  paying  extraordinary  little 
in  interest  on  consumer  savings. 

We  found  that  the  then  current  2.30%  rate  on  Money  Market 
Accounts  (MMAs)  was  the  lowest  rate  paid  on  MMA  savings  since  the 
mid-1950s.  NOW  account  interest  rates  are  the  lowest  since  these 
instruments  have  been  widely  made  available  to  consumers  beginning 
in  the  early  1980' s.  And,  the  2.93%  6 -month  certificate  of  deposit 
(CD)  rate  is  lower  than  any  rate  paid  on  such  savings  instruments 
prior  to  1993 . 

Interest  rates  on  MMA  and  CDs  have  declined  precipitously  over 
the  last  3  years  dropping  more  than  50%  since  April  1991.  Over  the 
last  year  the  industry  has  suppressed  interest  rates  on  MMA  and  NOW 
accounts  at  the  same  time  that  comparable  Treasury  bills  and  Money 
Market  Fund  (MMFs)  have  begun  to  increase. 

On  top  of  growing  fee -based  income,  the  banking  industry 
additionally  enjoys  record  profits  today  because  of  a  wide  and 
growing  spread  between  the  interest  paid  on  savings  and  the 
interest  charged  to  borrowers. 

Today,  the  spread  for  the  customers  that  banks  may  consider 
"prime",  is  approaching  three  percentage  points  above  what  the  bank 
pays  on  a  three-month  certificate  of  deposit  --a  healthy  spread 
that  moves  the  banks'  bottom  line  right  up  the  chart.  The 
industry's  spread  between  their  cost  of  funds  and  the  "prime  rate" 
has  steadily  increased  over  the  last  decade  and  has  dramatically 
increased  in  the  last  36-48  months.  As  this  spread  increases,  it  is 
consumers  who  pick  up  the  tab  in  the  form  of  lower  interest  paid  on 
their  deposits  and  higher  costs  of  credit. 

Banks  are  overflowing  with  income  and  profits.  Yet,  banks 
continue  to  raise  fees. 


A  CAPTIVE  AND  SUBSIDIZED  MARKET 

Banking  services  are  a  basic  necessity  of  life.  This  quasi- 
public  nature  of  banking  has  been  acknowledged  by  the  Congress  and 
the  courts  and  is  demonstrated  through  the  extensive  government 
scheme  that  supports  the  industry. 

Despite  competition,  from  such  firms  as  money  market  funds  and 
other  securities  entities,  depository  institutions  continue  to  have 
a  lock  on  the  small  depositor  --  and  in  many  instances  this  reaches 
well  up  the  ladder  of  more  affluent  medium-sized  depositors. 
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Unfortunately,  it  is  the  nature  of  the  banking  business  that 
once  a  customer  signs  a  signature  card  for  an  account,  they  are 
generally  stuck  with  that  institution.  The  banks  know  this  and 
exploit  the  fact  that  the  consumer  is  captive.  It  is  simply  not 
practical  to  move.  The  consumer  does  not  have  the  same  kind  of 
choices  that  they  have  in  the  truly  competitive  sectors  of  the 
economy.  With  banking,  the  consumer  can't  just  pack  up  their 
banking  business  and  conduct  a  transaction  down  the  street  at  a 
competitor.  High  entry  costs  and  cumbersome  procedures  make  for  a 
captive  market. 

There  is,  additionally,  very  poor  disclosure  of  account  costs. 
What  is  disclosed,  is  not  timely  disclosed,  the  customer  learns  of 
fees  after  the  fact,  a  month  late  in  a  statement.  Most  bank 
statements  are  difficult  enough  to  read  simply  to  balance  the 
account,  much  less  to  determine  the  fee  structure. 

At  the  same  time  that  banks  are  creating  new  and  constantly 
rising  charges  to  impose  on  consumers,  banks  are  increasingly  no 
longer  willing  the  follow  the  accepted  requirements  of  contract 
formation  by  which  every  other  business  in  our  society  must  abide. 
The  customer  is  never  asked  to  agree  {and  many  would  not  do  so) 
when  a  new  charge  is  imposed.  The  customer  never  gives  actual 
consent,  and  frequently  is  misled  as  to  precisely  what  new  charges 
are  being  imposed. 

Instead,  the  banks  rely  on  the  total  fiction  that  when  a 
customer  has  opened  a  checking  or  savings  account  with  the  bank,  he 
or  she  has  agreed  to  the  bank's  unilateral  and  ongoing  imposition 
of  any  new  charges . 

The  problem  is  exacerbated  by  the  inadequate  disclosure  and 
the  fact  that  members  of  the  industry,  rather  than  billing  their 
customers,  simply  take  their  toll  gate  charges  directly  from  money 
customers  have  left  with  banks  for  safe  keeping.  As  a  result, 
billions  of  dollars  are  transferred  silently  from  consumers  to 
banking  corporations  with  a  vague  note  of  this  fact  buried  in 
periodic  statements  containing  a  mass  of  other  financial  data.  Such 
a  system  makes  it  extremely  difficult  for  the  customer  to  detect 
and  challenge  unfair  and  unwarranted  fees  and  charges  or  to  shop 
for  alternative  providers  of  the  services  should  true  competition 
exist  in  the  marketplace. 

The  imposition  of  fees  on  the  smaller  balance  customers  is 
particularly  pernicious.  These  customers,  in  need  of  a  checking 
account  facility  for  routine  transactions,  remain  essentially 
captive  customers  of  commercial  banks. 

The  "capture"  of  these  customers  is  aided  and  c±)etted  by  the 
Federal  Government's  maintenance  of  a  fail-safe  insurance  system 
for  commercial  banks .  This  system  provides  the  banks  with  a  special 
and  spectacular  advantage  in  the  marketplace,  but  the  advantage  is 
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not  reflected  in  the  pricing  of  products  for  the  small  and  medium 
sized  account  holder. 

While  the  Federal  Government  takes  the  ultimate  risk  and 
stands  behind  the  banking  corporation's  deposits,  the  industry 
uses  this  market  advantage,  not  to  lower  prices,  but  as  a  tool  to 
exploit  the  unsophisticated  customer  lured  into  the  bank  by- 
government  -sponsored  security.  Knowing  that  few  small  accounts 
holders  will  abandon  the  security,  banks  expand  their  network  of 
arbitrary  fees. 

INDUSTRY  COLLUSION,  PRICE  DISCRIMINATION  AND  PARALLEL  BEHAVIOR 

All  of  these  fees  --  ranging  from  simple  maintenance  of  an 
account  to  tolls  for  the  use  of  Automated  Teller  Machines  --  are 
priced  by  the  industry  with  massive  markups  that  bear  no  apparent 
relationship  to  the  cost  of  providing  the  service. 

In  fact,  these  price  increases  have  occurred  across  the 
industry  at  a  time  when  improvements  in  technology,  particularly  in 
data  processing  and  transmittal  of  information,  have  actually 
reduced  the  cost  of  many  of  these  services.  As  costs  have  gone 
down,  prices  have  gone  up  and  this  raises,  we  believe,  serious 
suspicions  about  what  unnatural  forces  are  at  work  in  the  banking 
market,  particularly  for  small  and  medium  sized  account  holders. 

Many  of  the  prices  posted  for  bank  services  seem  to  appear  in 
lock  step  across  the  industry  and  across  the  nation  with  narrow 
variations  in  format  and  price.  This  parallel  behavior,  we  believe, 
may  well  be  the  result  of  an  industry-wide  pricing  strategy  with 
multi-purposes  for  banking  corporations  and  may  well  constitute 
violations  of  anti-trust  law. 

For  example,  NSF  charges,  or  bounced  check  fees,  are  often 
uniform  in  any  given  banking  market.  Fee  consultants  routinely 
advise  banks  to  price  in  accord  with  price  leading  competitors. 
And,  a  major  trade  group  of  the  industry,  the  American  Bankers 
Association,  regularly  sponsors  "fee  income  conferences"  at  which 
industry  participants  gather  to  share  pricing  information  and 
strategies . 

The  current  pricing  strategy,  we  believe,  sei-ves  a  variety  of 
purposes  for  banking  corporations,  most  of  which  distort  the  market 
forces  to  the  detriment  of  the  consumer. 

The  imposition  of  fees  is  heaviest  on  consumers  who  maintain 
small  and  medium  sized  accounts  and  make  use  of  essentially  routine 
services  that  have  been  maintained  historically  by  the  banks.  The 
holder  of  accounts  with  larger  balances  and  customers  who  have 
other  relationships  with  the  banks  are  excused  from  many  of  the 
fees  and  related  charges  imposed  consistently  on  the  small  account 
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holder.  Free  checking  accounts,  reduced  fees  or  fee- free  services, 
are  tied  in  many  instances  to  the  purchase  of  large  certificates  of 
deposits  or  an  agreement  to  maintain  substantial  balances. 

We  believe  such  a  pricing  system  is  discriminatory-  It  is 
tantamount  to  a  grocery  store  placing  a  surcharge  on  the  customer 
who  buys  only  a  loaf  of  bread,  a  quart  of  milk,  and  a  package  of 
ground  beef  while  dropping  the  surcharge  for  the  customer  who  comes 
to  the  check-out  counter  with  $50  of  gourmet  food. 

We  believe  that  the  discriminatory  pricing  patterns  also  serve 
to  eliminate  the  small  depositor  from  the  banking  system  and  serve, 
in  some  cases,  as  a  subtle  mechanism  to  exclude  persons  from  low 
income  and  minority  neighborhoods  from  access  to  services. 

The  social  cost  of  such  a  policy  is  high  and  it  fuels  an 
expensive  network  of  check  cashing  and  money  order  firms  and  drives 
millions  of  consumers  into  an  underground  world  populated  by  loan 
sharks  and  fly-by-night  credit  merchants. 

Concerning  anti-trust  violations,  CFA  welcomed  the  Department 
of  Justice's  recent  application  of  the  Sherman  Act  and  the  Clayton 
Act  to  price  fixing  arrangements  in  the  provision  of  ATM  services. 
On  21  April  of  this  year,  the  DOJ  filed  suit  against  the  largest 
regional  ATM  network  in  the  country.  Electronic  Payment  Services 
Inc.  (EPS),  for  anticompetitive  practices.  The  suit  charged  the 
operator  of  the  MAC  network,  which  handles  transactions  for  more 
than  27  million  consumers  at  13,000  ATM  machines,  with  price-fixing 
monopolistic  practices.  Reports  at  that  time  suggested  that  MAC 
customers  were  over-charged  more  than  $100  million  for  ATM  services 
as  a  result  of  EPS's  anticompetitive  practices. 

FEE  CASE  STXJDIES 

CFA  has  conducted  numerous  surveys  of  bank  fees  over  the  last 
decade.  Additionally,  during  the  last  year,  we  have  examined 
industry  data  on  service  charges  and  costs  to  explore  just  how  much 
banks  are  making  off  of  the  provision  of  retail  deposit  services. 

Based  on  industry  data  provided  to  the  American  Bankers 
Association  contained  in  their  annual  Retail  Banking  Report.  CFA 
released  a  report  late  last  year  that  showed  that  commercial  banks 
collected  over  $5.24  billion  dollars  in  1991  from  bounced  check 
fees  alone.  In  contrast,  our  analysis  revealed  that  banks  total 
expense  for  bounced  checks,  including  administrative  costs  and 
losses,  was  only  $616  million''  in  1991.  Thus,   the  commercial 


^  Total  expenses  include  $441  million  in  bad  check  processing 
costs  and  write-offs  of  $175  million,  which  include  $111  million  in 
fraud  losses. 
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banking  industry  made  $4 . 62  billion  dollars  in  profits  from  bounced 
checks  during  1991,  the  last  year  for  which  ABA  data  was  available 
when  our  study  was  conducted. 

We  found  that  while  large  banks  marked-up  bounced  checks  some 
423%  over  costs,  mid-sized  banks'  mark-up  was  829%,  and  small  banks 
marked-up  the  cost  of  bounced  checks  877%. 

On  the  basis  of  ABA' s  data,  small  banks  had  net'  income,  on 
average,  of  $313,305  from  bounced  checks.  Mid-sized  banks  had  net 
income,  on  average,  of  $775,763  from  bounced  checks.  And,  large 
banks  in  excess  of  $1  billion  in  size  reaped,  on  average, 
$1,904,862  from  bounced  checks  in  1991. 


Bank  Assets 

<$300  million 

$300-$999 
million 

>$1  billion 

Per  Bank  Net 
Income  from 
Bounced  Checks 

$      313,305 

$       775,763 

$     1,904,862 

Number  of 
Banks 

10, 904 

652 

368 

Total  Net 
Income  from 
Bounced  Checks 

$3,416,273,249 

$   505,797,502 

$   700,989,290 

We  additionally  and  disturbingly  found  that  bank  customers  are 
increasingly  ensnared  in  bounced  check  fees  as  a  consequence  of  how 
banks  choose  to  process  consumer  checks .  Says  one  industry- 
consultant  who  recommends  that  banks  hike  their  fees  on  bounced 
checks  "NSF  fees  are  a  source  of  income  that's  yours  for  the 
taking."' 

Industry  schemes  to  create  bounced  check  income  include: 

1)  Processing  a  customers  largest  checks  first  on  any 
given  day. 

Clearing  the  largest  check  first  depletes  a  consumers' 
account  quickest,  permitting  a  bank  to  charge  bounced 
check  fees  for  all  other  checks  processed  that  day.  Said 
one  banker  at  a  recent  American  Bankers  Association 
National  Fee  Income  Producing  Conference  "if  someone  has 
$200  in  the  account  and  writes  checks  for  $5,  $10,  and 
for  $300,  the  largest  one  clears  first  and  is  treated  as 


'  Haberfeld,  Ralph  Savings  Institutions,  March  1991,  p.  34. 
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an  overdraft.  All  three  then  become  overdrafts  and  we 

earn  $22  a  piece.  Since  we  started  clearing  the  largest 

first,  our  income  in  our  small  bank  has  gone  up  over 
$80,000  a  year! "' 

2)  Charging  higher  bounced  check  fees  --  up  to  twice  as 
much  --on  "free"  or  no- frills  checking  accounts. 

It  costs  no  more  for  a  bank  to  process  bad  checks  on  no- 
frills  accounts  than  on  regular  checking  accounts. 

3)  Assessing  a  fee  for  each  day  an  account  remains 
overdrawn  --  even  on  weekends  when  the  bank  is  closed  and 
would  not  have  recorded  a  deposit  made  by  the  customer. 

More  recently,  we  examined  the  imposition  of  fees  and  the 
profitability  of  Automated  Teller  Machines  (ATMs)  .  Based  on 
industry  data  provided  by  the  ABA,  the  Nilson  Report  and  Bank 
Network  News,  we  discovered  that  banks  collect  billions  of  dollars 
in  ATM  transaction  fees,  while  saving  billions  of  dollars  in  teller 
costs . 

Specifically,  we  estimated  that  ATM  transactions  generated 
over  $2.55  billion  in  fee  revenue,  while  saving  banks  $2.34  billion 
in  teller  costs  in  1993.  The  cost  of  the  ATM  transactions  was  $2.90 
billion.  Thus,  almost  $2  billion  in  profits  were  created  from  ATMs 
alone . 

Additionally,  we  found  that  an  individual  consumer  paying  fees 
for  the  average  6.7"  ATM  transactions  per  month  creates  $37  in 
annual  profits^^  for  the  bank.  Further,  because  average  account 
balances  of  ATM  users  are  $300-$600  higher  than  non-ATM  users' ^^, 
the  bank  is  able  to  reap  an  additional  $33  in  interest  revenue  (at 
the  prime  rate) .  The  net  annual  benefit  to  the  bank  is  therefore  at 
least  $70  per  customer. 


In  1989,  only  66.7%  of  banks  charged  fees  for  "off -us 


II  u 


'  American  Banker,  April  14,  1993,  p.  4, 
"  Nilson  Report.  August  1992,  p.  1,4. 
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Profits=  Fee  Revenue  +  Cost  Savings  -  Bank's  ATM  Costs 


"  According  to  bank  consultants  Carmody  and  Bloom  of  Woodclif f 
Lakes,  New  Jersey,  the  average  withdrawal  at  an  ATM  is  vastly 
smaller  than  the  average  teller  window  transaction. 

^^  "Off-US"  transactions  occur  when  an  account  holder  uses 
another  bank's  ATM. 
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withdrawals.  By  1992,  that  percentage  had  risen  to  82.3%."  CFA.and 
U.S.  PIRG  reported  in  June,  1993,  that  "off-us"  ATM  fees  had 
increased  37%  from  1990  to  1993,  more  than  three  times  the 
inflation  rate.  According  to  the  American  Banker,  the  industry's 
trade  newspaper,  "the  fact  that  ATM  transaction  fees  are  rising 
indicates  that  an  increasing  number  of  institutions  are  warming  to 
the  idea  of  profiting  from  their  electronic  banking  devices. "^^ 

Meanwhile,  according  to  Bank  Network  News,  the  average  monthly 
cost  of  maintaining  an  ATM  declined  4.3%  from  1991  to  1993."  For 
the  last  two  decades,  switch  fees  and  related  network  fees  have 
fallen,  driven  by  greater  economies  achieved  by  increased  consumer 
use  of  debit  cards,  and  technological  improvements  have  lowered 
telecommunication  costs. ^''  Some  ATM  networks  have  even  beg\in  to 
offer  rebates  or  fee  waivers  to  their  depository  institution 
members . 

Additional  savings  for  banks  accrue  when  the  teller  staff  is 
reduced  and  existing  or  planned  branches  are  replaced  with  ATMs. 
In  1992,  the  ABA  estimated  that  22,000  teller  positions  had  been 
eliminated  during  the  previous  three  years,  with  more  reductions 
expected.^'   From  December  1991  to  December  1992,  1,659  new 
branches  were  opened  for  business  and  2,454  branches  were 
discontinued."  During  the  same  period,  an  additional  3,785  ATMs 
were  installed.^" 

Bankers  attempt  to  justify  their  fees  by  highlighting  the 
convenience  and  value  of  ATMs  to  consumers.   However,  CFA 
uncovered  a  number  of  industry  practices  that  create  neither,  but 


"  Retail  Banking  Report.  American  Bankers  Association, 
Washington,  D.C.,  1993. 

^^  Barthel,  Matt,  "ATM  Fees  Still  Rising,  Study  by  ABA 
Confirms,"  American  Banker,  December  30,  1992. 

"  "Banks  Take  a  Knife  to  Their  ATM  Costs,"  Bank  Network  News, 
September  27,  1993,  pp.  1,  6-7. 

^■'  "Mergers  Force  Networks  to  Take  a  Knife  to  Fees,"  Bank 
Network  News,  April  12,  1993,  p.  1,  6  and  "Banks  Take  a  Knife  to 
Their  ATM  Costs",  Bank  Network  News.  September  27,  1993,  p.  1,  6. 

"  Barthel,  Matt,  "ATM  Growth  Puts  a  Lid  on  Branch  Costs," 
American  Banker.  December  7,  1992. 

^'  Federal  Deposit  Insurance  Corporation:  Statistics  on 
Banking:  A  Statistical  Profile  of  the  U.S.  Banking  Industry. 
Washington,  DC,  1993. 

2°  Bank  Network  News.  November  25,  1993,  p.  2. 
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instead  serve  simply  to  inflate  bank  profits. 

1]  Charge  for  Teller  Transactions. 

ATM  transactions  generate  significant  cost  savings  by 
reducing  the  number  of  teller  transactions,  in  addition 
to  creating  fee  and  interest  revenue.  Some  banks  have 
charged  customers  $1  for  withdrawing  or  depositing 
money  at  the  teller  window  instead  of  using  the  ATM.'^ 
Others,  like  Bank  of  America,  have  introduced  no-teller 
accounts  that   automatically  trigger  an  additional 
monthly  fee  of  $4.00  if  a  consumer  approaches  a  live 
human  teller  even  once  instead  of  an  ATM. 

2}  Select  ATM  Locations  to  Serve  Non- customers. 

Consultants  recommend  that  banks  select  locations  for 
their  ATMs  based  on  the  potential  for  transactions  by 
non-accountholders,  with  only  secondary  consideration 
given  to  serving  their  own  customers. 

Non-customer  transactions  generate  significant 
interchange  revenue  for  the  bank  that  owns  the  machine . 
The  cost  to  a  bank  of  "off-us"  transactions  is  67% 
higher  than  an  "on-us"  transaction.  But,  the  fees 
generated  from  an  "off-us"  transaction  are,  according 
to  the  ABA  data,  3  00%  higher  than  those  from  an  "on-us" 
transaction. 


3)  Offer  Free  ATM  Transactions  Until  the  Customers  Are 
Hooked,  Then  Begin  to  Charge  Fees. 

Jack  Whittle,  chairperson  of  the  Chicago-based  bank 
consultant  firm.  Whittle  and  Hanks,  recommends  that  "if 
you're  going  to  charge  for  a  service  like  ATMs..., 
don't  do  it  right  away.   Wait  a  year  or  two  until  the 
customer  is  accustomed  to  it  and  depends  on  it."" 

According  to  Bank  Network  News,  over  the  past  two 
decades,  ATMs  have  become  such  an  integral  part  of 
consumers'  lifestyles  that  institutions  are  finding 


^^   Barthel,   Matt,   "UJB   Considering   Fees   for   Teller 
Transactions",  American  Banker.  March  3,  1993. 

^^  Nadler,  Paul  S.,  "Customers  Accept  Higher  Fees  When  Banks 
Use  a  Little  Finesse,"  American  Banker,  April  14,  1993,  p.  4. 
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that  higher  fees  are  not  resulting  in  lower  volumes.^' 
However,  studies  of  consumer  attitudes  show  a 
significant  growth  during  the  last  two  years  in  the 
number  of  consumers  who  believe  they're  paying  too  much 
to  use  ATMs.^* 

4)  Charge  Annual  or  Monthly  Fees,  Rather  Than 
Transaction  Fees,  to  Encourage  Use  of  ATMs.^^ 

According  to  the  Federal  Reserve  Board,  only  5.8%  of  banks 
assessed  an  annual  ATM  fee  in  1990;  by  1992,  that  percentage 
had  jumped  to  19.5%.   The  median  fee  was  $10.00. 

At  least  one  bank  has  introduced  a  monthly  ATM  fee  of 
99  cents.   This  fractional  pricing,  which  is  a 
retailing  gimmick  used  by  a  growing  number  of  financial 
institutions,  is  designed  to  make  unnecessarily  high 
fees  more  acceptable  to  customers. 

5)  Introduce  Additional  Types  of  ATM  Fees. 

Network  surcharges,  fees  assessed  in  addition  to 
"off-us"  charges  for  accessing  funds  through  national 
networks,  are  rapidly  spreading.   Banks  with  ATMs  at 
casinos,  race  tracks,  ski  resorts,  and  restaurants  on 
turnpikes  have  been  able  to  augment  their  income  with 
surcharges  as  high  as  $5.00  per  transaction. 

Other  new  ATM  fees  include  dormant  ATM  card  fees,  for 
customers  who  don't  use  their  cards  often  enough,  and 
fees  for  rejected  transactions,  empty  deposit 
envelopes,  and  deposit  errors.  Banks  also  assess 
charges  for  ATM  overdrafts,  ATM  closings/cancellations, 
PIN  reissuance,  and  card  issuance/replacement.  Banks 
are  considering  "enhancements,"  such  as  charging  for 
ATM-provided  account  statements  (that  are  currently 
sent  free  to  accountholders) ,  as  additional  sources  of 
fee  revenue  from  ATMs . 


"  A  similar  strategy  has  been  recommended  for  the  introduction 
of  debit  (POS)  cards.  Financial  institutions  have  found  that  they 
can  assess  annual  fees  of  up  $6  to  $20,  once  the  bankers  have 
decided  that  the  time  is  ripe  to  charge. 

"  "Users  Get  Fed  Up  With  ATM  Fees,"  Bank  Network  News.  July 
26,  1993,  pp.  1,  4-5. 

^'  Per-transaction  fees  encourage  consumers  to  limit  the  use 
of  the  card  if  they  have  to  pay  each  time,  and  to  elect  instead  to 
go  to  a  teller. 
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The  ATM  revenue  that  banks  generate,  despite  the  substantial 
cost  savings  that  the  technology  creates  for  depository 
institutions,  is  a  glaring  example  of  unchecked  overcharges  for 
basic  retail  services  by  publicly- insured  financial  institutions. 
ATM  technology  provides  consumers  with  ready  access  to  their  own 
money  or  to  deposit  additional  funds  into  their  bank,  allowing 
the  financial  institution  to  generate  interest  rate  spreads. 
However,  it  is  clear  that  the  cost  efficiencies  of  this 
technology  are  not  being  passed  on  to  consumers  in  reduced  fees. 


RECOMMENDATIONS 

It  is  not  enough,  Mr.  Chairman,  for  everyone  to  lament  the 
fact  that  the  bankers'  fee  frenzy  is  out  of  control.  The  Congress 
and  the  bank  regulators  need  to  do  more  than  simply  wring  their 
hands  of  this  problem. 

CFA  calls  for  a  halt  to  the  proliferation  of  unreasonable 
and  artificial  charges  now  imposed  by  banks  for  deposit  services. 
Absent  firm  action  by  the  Congress  and  bank  regulators,  it  is 
clear  to  CFA  that  banking  officials  will  conjure  up  even  more 
ways  to  gouge  further  sums  from  bank  customers . 

To  stem  the  rising  tide  of  bank  fees  we  recommend  that  the 
Congress : 

1)  Ban  all  fees  where  banks  provide  no  tcmgible 
service. 

We  believe  that  this  is  most  immediately  needed  in  the 
area  of  national  ATM  network  surcharges  which  are 
racing  through  the  industry  with  enormous  abandon. 
These  charges  are  pure  padding  by  the  industry  and  are 
absolutely  divorced  from  material  benefit  to  consumers. 
There  is  no  service  here.  Just  pure  greed. 

2)  Require  standard  price  disclosure  of  deposit 
services. 

Given  the  market  protections  the  banking  industry 
enjoys  and  the  power  banks  hold  over  their  customers, 
accurate,  comparable  and  understandable  pricing 
information  is  essential  for  instilling  a  more 
competitive  market  place.  With  the  complexity  and 
diversity  of  current  fee  structures  in  the  marketplace, 
consumers  are  not  able  to  effectively  shop  for  deposit 
services . 

We  recommend  that  the  Subcommittee  consider  standard 
disclosures  of  key  terms  and  costs  available  to  the 
consumer  before  opening  an  account  and  in  periodic 
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statements  analogous  to  those  the  Congress  has  required 
for  credit  cards. 

3)  Require  that  bcuiking  regulatory  agencies  promote 
competition. 

The  banking  industry,  of  course,  is  regulated  by  state 
and  Federal  agencies.  The  greater  part  of  this 
regulation,  however,  is  designed  to  protect  the 
government's  insurance  by  ensuring  safe  and  sound 
operation  of  the  institutions  and  stable  conditions  for 
the  industry.  Regulators  have  taken  on  responsibility 
for  enforcement  of  protections  for  consumers 
reluctantly  and  have  interpreted  their  powers  in  this 
area  narrowly. 

Similarly,  the  collection  of  data  that  would  help 
determine  fairness  and  competition  in  the  marketplace 
for  consumers  is  virtually  non-existent  in  the 
regulatory  system.  Most  of  the  information  gathered  and 
disseminated  by  the  financial  regulators  is  macro 
economic  data  utilized  to  detect  and  explain  broad 
trends  in  banking  and  the  money  markets. 

The  growing  mass  of  fees  and  charges  that  consumers  are 
now  forced  to  pay  has  been  ignored  by  the  regulators . 
They  have  neither  collected  meaningful  data  nor  sought 
to  control  in  any  manner  the  exploitation  of  consumers 
through  the  fee  system. 

We  recommend  that  federal  banking  agencies  by  required 
to  produce  and  actively  disseminate  to  the  public 
standard  shopping  guides  on  a  market  by  market  basis. 

CONCLUSION 

The  growing  phenomena  of  fees  and  charges  on  a  myriad  of 
services  provided  by  banks  and  thrift  institutions  is 
transferring  billions  of  dollars  annually  from  consumers  to  these 
banking  corporations  and  their  shareholders. 

The  present  atmosphere  of  government  deregulation  and 
unrestrained  greed  by  major  financial  institutions  means  that  the 
extent  to  which  consumers  are  burdened  with  unjust  charges  is  now 
limited  only  by  the  creativity  of  the  banks'  marketing  personnel. 

Banking  and  checking  are  necessities  of  modern  economic 
life.  Yet,  because  of  the  banks'  superior  economic  leverage  the 
consumer  is  at  the  mercy  of  these  giant  financial  institutions. 
This  unilateral  power  can  only  be  balanced  by  government's 
recognition  of  the  banking  industry's  special  obligation  to  the 

16 


108 


public.  Their  importance  to,  and  influence  on  the  economy,  and 
the  special  privileges  which  they  receive  under  the  law,  make  it 
imperative  that  the  Congress  and  the  agencies  with  jurisdiction 
over  the  banking  industry  protect  consumers  from  banking 
practices  which  unfairly  tax  consumers  of  billions  of  dollars 
every  year. 

Despite  all  the  complaints  and  warnings  to  the  industry  from 
consumers,  consumer  advocates  and  the  media,  the  only  banker 
reaction  is  to  raise  fees  even  higher. 

The  banking  industry  does  not  operate  in  a  truly  competitive 
marketplace.  The  industry  lives  day  and  night  under  the 
protection  of  enormous  government  subsidies  and  with  the  comfort 
of  a  captive  customer  base. 

Price  controls  in  a  free  market  may  be  one  thing.  But,  with 
controlled  entry,  captive  markets  and  government  subsidies  there 
is  a  strong  need  for  effective  regulation  to  curb  abusive  price 
gouging . 

Congress  either  has  to  do  something  to  control  the  runaway 
fee  frenzy  raging  through  the  banking  industry,  or  else  be  on 
record  condoning  bank  gouging  of  consumers . 
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Mr.  Chairman  and  members  of  the  Committee,  I  am  James  M.  Culberson,  Jr., 
Chairman  of  the  First  National  Bank  and  Trust  Company  in  Asheboro,  North  Carolina.    ] 
serve  on  the  Board  of  Direaors  of  the  American  Bankers  Association,  and  co-chair  the 
ABA'S  Government  Relations  Council.   The  ABA  is  the  only  national  trade  and 
professional  association  serving  the  entire  banking  community,  from  small  community 
banks  to  large  bank  holding  companies.   ABA  members  represent  approximately 
90  percent  of  the  commercial  banking  industry's  total  assets,  and  about  94  percent  of 
ABA  members  are  community  banks  with  assets  of  less  than  $500  million. 

I  would  like  to  thank  you  for  the  opportunity  to  participate  in  this  hearing  today. 
The  setting  of  fees  for  the  services  provided  by  banks  is  an  issue  that  I  and  other  bankers 
struggle  with  every  day.   At  First  National,  we  have  some  25  thousand  deposit  account 
customers,  wort  of  which  are  depositors  of  less  ±an  $5,000,  a// of  which  are  sensitive  to 
the  levels  of  fees  we  charge  for  the  services  we  provide.    Our  philosophy  is  that  we  have 
to  win  over  each  and  every  one  of  our  customers  every  day.   We  do  that  by  providing  a 
high  level  of  service,  convenience  and  flexibility.    Like  all  bankers,  we  know  that  today's 
marketplace  is  so  thick  with  consumer  options  that  we  stand  to  lose  any  customer 
unsatisfied  with  our  service,  our  fee  structure,  or  the  interest  rates  we  charge  on  loans  or 
pay  on  deposits. 
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Mr.  Chairman,  there  are  a  few  points  I  would  like  to  emphasize  with  my  testimony 
today. 

►  Bank  customers  today  demand  value  for  their  dollar.   Quality  of  service,  selection, 
convenience,  security  and  price  are  all  attributes  that  matter  to  the  modern  bank 
customer. 

►  Fees  are  determined  by  intense  competition  amon£i  financial  service  providers. 
Over  40,000  financial  firms  compete  for  customer  business,  keeping  fees  low  and 
quality  high. 

►  Banks  disclose  —  in  writing  --  all  fees  associated  with  all  service  accounts.    Banks 
are  subject  to  detailed  and  extensive  reporting  laws  such  as  Truth  in  Savings  and 
Truth  in  Lending,  allowing  customers  to  comparison  shop. 

*■  Customer  choice  has  proliferated  under  intense  competition.   Today's  vast 

selection  of  available  services  allows  customers  to  tailor  services  to  suit  their  needs 
and  to  pay  for  only  those  services  that  they  use. 

Each  of  these  points  I  will  discuss  in  my  testimony  today.    Moreover,  I  would  like 
to  dispel  the  misperception  that  affordable  banking  services  are  not  available  to  the  public 
and  to  respond  to  some  recent,  unfounded  attacks  regarding  fees  charged  for  bank 
services. 


Bank  Customers  Today  Demand  Value  for  Their  Dollar 

Today's  financial  customers  demand  a  great  deal  fi-om  their  banks.   Value  goes 
beyond  just  price.     Quality  matters.   Convenience  matters.   Security  matters. 
Combining  these  attributes  into  an  attractive,  competitively  priced  package  wins 
customers;  not  responding  to  their  needs  loses  them. 

We  encourage  customers  to  look  for  the  best  value  for  their  savings  and 
investment  dollars.   Consumers  should  shop  for  that  packaj/e  of  attributes  that  best  suits 
their  needs.    Because  it  is  so  very  easy  for  a  dissatisfied  customer  to  walk  away  fi'om  our 
bank  into  the  open  arms  of  the  competition,  we  must  provide  the  best  service  possible. 
This  is  how  we  plan  to  stay  in  business. 
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Prices  Are  Determined  by  Intense  Competition  Among  Financial  Service  Providers 

Mr.  Chairman,  the  financial  services  industry  is  one  of  the  most  competitive 
industries  in  our  economy.   There  is  certainly  no  lack  of  choice  of  services  and  service 
providers.   There  are  11,000  banks,  2,200  savings  institutions,  13,000  credit  unions, 
8,300  insurance  companies,  5,300  securities  firms,  and  442  investment  companies  all  out 
there  vying  for  customers.   For  every  dollar  households  deposit  in  a  bank,  four  dollars  are 
placed  in  other  financial  instruments.   The  thousands  of  products  offered  by  thousands  of 
providers  are  the  most  important  reason  I  believe  today's  discerning,  value-oriented 
consumer  is  well  served  by  the  financial  services  sector. 

In  an  industry  as  competitive  as  financial  services,  no  single  institution  has  the 
ability  to  unilaterally  set  prices.   Any  provider  charging  too  much  for  loans  or  paying  too 
little  on  deposits  will  lose  customers  in  a  hiu-ry.   For  example,  any  lender  offering 
mortgage  loans  with  an  interest  rate  above  that  of  other  lenders  will  fail  to  attract  new 
borrowers  --  and  could  even  lose  borrowers  as  they  refinance  their  homes.    Bank  fees  are 
no  different  fi-om  any  other  price  set  by  a  competitive  market.    Institutions  charging  more 
than  the  competition  for  comparable  service  will  lose  business. 


Banks  Disclose  —  in  Writing  --  All  Fees  Associated  With  All  Deposit  Accounts 

Naturally,  with  so  many  services  available,  there  are  differences  in  how  various 
providers  price  their  services.  We  in  the  banking  industry  disclose  to  the  public  --  in 
writing  --  all  account  fee  information  on  all  deposit  accounts.   This  provides  consumers 
with  more  than  enough  information  to  make  an  informed  decision  before  they  open  an 
account.   Customers  can  therefore  comparison  shop  among  providers  to  pick  out  the 
bundle  of  products  and  services  that  best  meets  their  needs  at  the  best  price. 

Indeed,  pursuant  to  the  Truth  in  Savings  Act,  banks  must  make  very  complete 
descriptions  of  the  terms,  prices,  and  conditions  of  accounts  both  in  advertisements  and 
in  account  disclosures  given  to  consumers  before  they  open  an  account.    Under  the  Act, 
all  fees  and  conditions  associated  with  the  account  must  be  spelled  out  in  the  disclosures. 
This  includes,  by  the  way,  disclosure  of  Non-Sufficient  Funds  (NSF)  and  Deposit  Item 
Returned  (DIR)  fees. 
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The  regulation  contains  this  broad  mandate  to  ensure  that  all  fees  are  provided  to 
customers  not  only  for  existing  services,  but  also  for  any  new  services  that  may  be  offered 
in  the  future.   By  regulation,  these  account  disclosures  must  be  made  "dearly  and 
conspicuously"  in  writing,  and  in  a  form  that  the  consumer  can  keep  and  use  for 
comparison  shopping.   Any  advertisements  must  also  carry  extensive  disclosures.   We 
believe  that  these  disclosures  and  their  form  are  more  than  adequate  to  enable  consumers 
to  compare  accounts  in  order  to  make  educated  selections. 

In  faa,  we  find  it  somewhat  incredible  that  some  groups  have  recently  attacked 
our  industry  in  the  media  for  its  disclosure  of  fees.   Our  disclosures  are  required  in 
specific  detail  under  law  --  laws  these  same  groups  actively  supported.    In  faa,  consumers 
arc  so  overwhelmed  by  the  sheer  volume  of  required  disclosures,  they  often  find  it  nearly 
impossible  to  read  them,  and  wonder  why  they  are  being  provided  with  this  information 
overload. 

Regulation  Affects  the  Ability  to  Offer  Competitively  Priced  Products 

Competitive  forces  and  well-informed  consumers  have  succeeded  in  bringing  a 
wide  variety  of  financial  products  and  services  to  customers  at  attractive  prices.   But  no 
discussion  of  bank  fees  and  interest  rates  would  be  complete  without  understanding  the 
critical  role  that  differences  in  regulation  play  in  the  ability  to  provide  products  and 
services  at  competitive  prices. 

In  our  own  bank's  efforts  to  provide  customers  with  quality  services,  we  must  meet 
stiff  competition  not  only  from  other  banks  but  from  non-bank  service  providers  as  well. 
Many  of  my  non-bank  financial  competitors  enjoy  the  advantages  of  being  far  less 
regulated  than  my  bank.   In  particular,  they  are  not  obligated  to  return  to  their 
communities  any  of  the  billions  of  savings  and  investment  dollars  they  take  away  each 
year. 

Two  of  my  biggest  competitors,  in  fact,  are  federally  insured  credit  unions   -  both 
bigger  than  we  are.    These  credit  unions,  and  the  13,000  others  like  them,  compete 
head-to-head  with  banks,  yet  have  no  CRA  responsibility,  pay  no  taxes  and  have  sponsor 
subsidies  that  lower  their  costs.   Community  banks  that  are  working  hard  to  meet  their 
customers'  needs  while  laboring  under  a  heavy  regulatory  burden   -  including  CRA  -- 
find  it  terribly  fiiistrating  that  their  credit  union  competitors  do  not  play  by  the  same 
rules. 
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It  is  a  fact  that  most  other  financial  service  firms  do  not  bear  the  same  regulatory 
burden  as  banks  --  a  burden  that  costs  our  industry  between  S15  billion  and  $20  biUion  a 
year.   These  regulatory  costs  affect  the  overall  cost  of  doing  business  and,  therefore,  the 
pricing  of  all  bank  deposits  and  services. 

Customer  Choices  Have  Proliferated  Under  Intense  Competition 

Competition  for  customers  has  resulted  in  providers  —  both  banks  and  non- banks  - 
-  designing  and  marketing  a  wide  variety  of  choices  in  savings,  investment,  and  credit 
products.   This  has  been  aided  by  technological  advances  which,  in  the  hands  of 
enterprising  bankers,  have  provided  many  benefits  to  our  customers. 

Banks  typically  offer  several  different  options  on  savings  vehicles,  transactions 
accounts,  loan  products,  retail  investment  products  and  business  services.   For  example, 
for  a  transactions  account  a  customer  can  choose  anything  fi-om  low-cost,  no-frills 
checking  to  an  interest-bearing  NOW  account  with  a  back-up  hne  of  credit  and  an 
unlimited  number  of  checks.   Direct  deposit,  minimum  balances,  and  limits  on  the 
number  of  fi-ee  checks  are  all  options  that  affect  the  type  of  account  and  its  cost. 
Customers  can  choose  the  option  best  suited  to  their  needs.    Considering  how  many 
bank  and  non- bank  providers  compete  in  such  a  market,  the  items  on  the  menu  fi-om 
which  the  consumer  has  to  choose  are  truly  too  numerous  to  count. 

Evolving  technology  has  allowed  banking  services  to  become  more  responsive  and 
more  easily  integrated  into  daily  life.  A  perfect  illustration  of  competition  driven  by 
technology  is  the  rapid  expansion  of  ATM  networks.   ATMs  offer  the  convenience  of 
access  to  funds  24  hours  a  day,  365  days  a  year,  around  the  globe.    In  just  a  few  short 
years,  ATM  service  has  become  a  primary  vehicle  for  bank  customers  to  make  deposits, 
withdraw  money,  pay  bills,  buy  postage  stamps  and  subway  tickets,  get  foreign  currency, 
print  statements  of  accounts  and  accompUsh  many  other  transactions  easily  and  cheaply. 
Getting  needed  money  on  Christmas  Eve  in  Logan  Airport  is  no  problem  with  today's 
service. 

There  are  many  other  examples  of  how  technology  and  competition  continue  to 
create  new,  convenient  services  for  bank  customers.   Customers  can  now  accomplish 
many  basic  banking  functions  fi-om  their  homes  via  telephone,  and  depositors  can  now 
pay  for  groceries  direcdy  out  of  their  accounts.    But  all  of  these  enhancements  come  at  a 
cost  and  must  be  paid  for. 
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Competition  and  Changes  in  Law  Have  Led  to  an  Unbundling  of  Financial  Services 

Mr.  Chairman,  some  of  the  reaction  to  banks'  current  pricing  may  well  be  based 
on  the  fact  that  many  of  us  became  used  to  a  completely  different  competitive  norm  for 
the  banking  industry  --  so  used  to  it  that  we  tend  to  think  of  it  as  "the  way  it  ought  to 
be."    But  that  old  norm  was  based  on,  in  effea,  federal  price  controls  on  bank  deposit 
pricing.   When  these  controls  were  lifted,  a  new  situation  was  created.    Unfortunately, 
some  of  the  recent  so-called  "studies"  of  bank  pricing  ignore  this  critical  change. 

Regulation  Q  was  a  rule  that  set  ceilings  on  the  rate  of  interest  banks  were  allowed 
to  pay  depositors.   In  the  late  1970s,  the  rates  that  would  have  been  diaated  by  a 
competitive  marketplace  would  have  been  significantly  higher  than  the  ceihng  rates 
specified  according  to  Regulation  Q.   Consequently,  banks  all  set  their  rates  at  the 
ceiling,  and  competition  on  interest  rates  was  precluded. 

Because  the  banks  could  not  explicitly  pay  market  rates  of  interest  on  deposits,  they 
found  other  ways  to  implicitly  pay  higher  interest.   For  example,  there  were  no  fees 
charged  on  the  services  provided  with  deposit  accounts,  and  toaster  give-aways  were 
common. 

Regulation  Q  created  an  environment  in  which  there  was  no  incentive  for  banks  to 
develop  the  "menu"  of  services  we  see  today.   This  lack  of  diversity,  brought  on  by  the 
imposition  of  one-size-fits-all  pricing,  was  in  no  one's  best  interest   -  certainly  not  the 
convenience -oriented  consumers  of  today. 

In  contrast,  the  modern  consumer  enjoys  a  vast  array  of  separately  priced  financial 
service  options.   This  has  created  a  services  menu  that  allows  customers  to  tailor  a 
selection  of  options  to  their  individual  needs   -  customers  do  not  have  to  pay  for  options 
they  do  not  want.   The  combination  of  intense  compedtion  and  this  "unbundling"  has 
made  financial  services  better  suited  and  more  affordable  for  a  wider  range  of  consumers 
than  ever  before. 

It  is  my  belief,  Mr.  Chairman,  that  this  market-driven  mechanism  is  the  best  one, 
and  the  right  one  for  a  healthy  economy.    History  has  taught  us  time  and  again  that  price 
controls  do  not  work.   Attempts  to  control  prices  redirect  producers'  creadve  energies 
away  firom  product  innovation  and  toward  pricing  innovation.   Because  price  controls 
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cannot  change  the  nature  of  markets,  they  simply  shift  supphers  from  explicit  price 
competition  to  hidden  price  competition. 

Only  a  free,  dynamic  competitive  process  can  guarantee  that  consumers  will  have 
access  to  a  wide  range  of  services  at  the  lowest  possible  cost.   Artificial  prices  invariably 
result  in  shortages  and  rationing,  circumstances  which  would  be  particularly  unfortunate 
in  such  an  important  element  of  our  economy  as  the  financial  services  sector.    Price 
controls  arc  simply  inconsistent  with  the  consumer's  best  interest. 


Affordable  Banking  Services  Are  Widely  Available 

Mr.  Chairman,  certain  consumer  groups  have  recently  painted  a  picture  of  rising 
fees  pricing  many  consumers  out  of  the  market  for  financial  services,  especially  regarding 
checking  accounts.    I  feel  that  it  is  important  for  me  to  take  this  opportunity  to  set  the 
record  straight.   Their  reports  depict  the  possible  cost  to  a  customer  of  operating  a 
checking  account  in  an  irresponsible  "worst-case"  manner.   They  do  not  reflect  the  cost 
to  the  typical  checking  account  holder.   Such  calculations  may  draw  the  attention  of  the 
media,  but  do  nothing  to  fiirther  the  public's  understanding  of  how  financial  services  and 
fee  schedules  actually  work. 

Moreover,  services  are  priced  to  accommodate  a  wide  range  of  customers'  needs. 
Three  out  of  four  banks  offer  "no-fiills"  checking  accounts  for  an  average  of  only  $3.00, 
including  8  to  10  free  checks,  per  month.   This  account  is  a  good  value  considering  the 
convenience,  security  and  deposit  insurance  coverage  that  come  with  it.    Certainly  it  does 
not  price  anyone  out  of  the  market  for  a  checking  account.    Indeed,  many  consumer 
advocates  have  found  that  even  regular  checking  accounts  are  less  expensive  than  non- 
bank  alternatives. 

Competition  among  banks  has  also  resulted  in  low  rates  for  other  important 
banking  services.   For  example,  88  percent  of  all  banks  o^ti  free  use  of  their  automatic 
teller  machines  to  their  customers.    In  fact,  a  recent  report  by  the  Consumer  Federation 
of  America  suggests  that  banks  actually  charge,  in  total,  12  percent  less  for  ATM  use 
than  it  costs  to  provide  the  service.   ATM  service  is  a  classic  example  of  a  "loss  leader,"  a 
service  provided  at  a  small  loss  to  the  supplier  in  order  to  attract  and  keep  good 
customers. 
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The  Consumer  Federation  of  America  (CFA)  has,  quite  frankly,  twisted  these 
numbers,  claiming  that  banks  are  deriving  a  profit  from  ATM  use.    How  can  CFA  claim 
that  banks  are  profiting,  when  it  actually  costs  more  to  provide  the  service  than  the 
revenues  it  generates?   There  is  no  accounting  rationale  anywhere  for  that  claim.    CFA 
says  that  while  banks  do  suffer  a  loss  by  providing  ATM  service,  they  take  even  greater 
losses  whea  providing  similar  services  via  teller  windows.   The  difference  between  what  the 
banks  lose  when  providing  service  via  teller  windows  and  what  they  lose  via  ATMs  is 
labeled  "profits"  by  CFA.   Mr.  Chairman,  I  surely  hope  the  IRS  does  not  begin 
calculating  profits  the  way  CFA  does.   If  I  had  to  pay  extra  taxes  on  losses  simply  because 
they  were  not  as  big  as  they  might  have  been,  I  would  have  one  whopping  tax  bill! 

What  really  puzzles  me  about  the  attack  on  us  by  CFA  is  that  customers  love  ATM 
service.   The  number  of  transactions  at  ATMs  continues  to  grow  rapidly  every  year  --  in 
spite  of  the  fact  that  teller  use  has  not  gone  down.   ATMs  are  a  good  example  of  the  fact 
that  consumers  look  for  convenience  and  find  it  at  a  very  affordable  price. 


Fees  Charged  to  Discourage  Illegal  Check  Writing  Are  Only  Appropriate 

The  basic  rules  of  checking  accounts  are  simple:   First,  you  put  money  in  the  bank. 
Then  you  take  it  out.   Unfortunately,  this  sometimes  gets  reversed.   That's  when  bad 
checks  happen.   When  bad  checks  turn  into  bad  habits,  innocuous  mistakes  turn  into 
fraud  --  and  fraud  is  illegal.    Nevertheless,  each  year  in  the  United  States  banks  are 
handed  over  600  million  bad  checks.   Annual  bank  losses  due  to  check  fraud  are 
estimated  to  exceed  a  half  bilhon  dollars. 

In  addition  to  fraud  loss,  banks  are  subjea  to  large  expenses  in  managing  by  hand 
these  checks  that  corrupt  the  flow  of  automated  systems.   Two  banks  are  involved  in  the 
processing  of  each  check  transaction,  the  bank  where  the  checking  account  is  held  and 
the  bank  at  which  the  check  is  presented  for  payment.   When  a  customer  writes  a  check 
on  an  account  in  which  there  are  insufficient  funds,  that  customer  is  typically  charged  a 
fee,  referred  to  as  an  NSF  fee  for  non-sufficient  fitnds.    In  some  cases,  when  a  bad  check 
is  deposited,  a  fee  is  frequently  charged  to  the  depositor,  referred  to  as  a  DIR  fee,  for 
deposited  item  returned. 
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The  vast  majority  of  DIR  fees  are  charged  to  retailers  and  other  businesses,  not  to 
consumers,  because  consumers  do  not  deposit  personal  checks,  especially  bad  ones,  nearly 
as  often.    Of  the  small  proportion  of  DIR  fees  that  are  charged  to  individual  consumers, 
many  are  waived.   Additionally,  many  banks  go  to  the  trouble  of  running  a  bounced 
check  through  the  system  a  second  time  in  an  attempt  to  avoid  assessing  their  customer  a 
fee.   Thus,  while  banks  must  report  a  fee  on  their  disclosures,  assuming  that  the  fee  is 
paid  in  every  case  can  be  very  misleading. 

Mr.  Chairman,  we  don't  like  charging  bad  check  fees.   At  our  bank  we  waive  a  lot 
of  NSF  fees  for  consumers  and  don't  even  have  a  consumer  DIR  fee.    But  the  fact  that 
these  fees  may  not  always  be  imposed  should  not  detraa  from  the  reasons  and 
importance  for  having  them.   DIR  fees  are  used  to  recoup  the  cost  of  processing,  cover 
fraud  losses,  and,  most  importantly,  dissuade  abuse  of  the  system. 

It  is  my  strong  belief  that  DIR  charges  to  offset  fraud  losses  are  wholly 
appropriate.   The  businesses  that  are  doing  a  good  job  screening  out  bad  check  writers 
are  not  the  ones  that  bear  the  brunt  of  DIR  fees.   Nor  is  the  consumer  that  accepts  the 
occasional  personal  check.    But  those  retailers  and  other  companies  that  habitually  deposit 
bad  checks  need  to  do  a  better  job  understanding  who  their  customers  are.   These  are  the 
same  businesses  that  present  the  majority  of  checks  on  which  banks  suffer  fraud  losses. 
There  is  no  reason  that  businesses  that  have  become  inattentive  to  the  potential  of  fraud 
should  not  share  in  the  expense  fostered  by  their  negligence. 

Perhaps  the  most  important  role  played  by  NSF  and  DIR  fees  are  to  discourage 
illegal  behavior.    In  this  sense,  DIR  charges  act  as  incentives  for  retailers  and  others  who 
receive  checks  to  take  precautions  against  fraud  and  abuse,  such  as  thoroughly 
scrutinizing  the  check  writer's  identification.   Because  these  businesses  are  the  first  Une  of 
defense  against  the  escalating  costs  of  bad  checks,  they  must  play  a  significant  role  in 
screening  the  checks  they  accept.   Obviously  we  cannot  have  a  system  in  which  people 
write  as  many  bad  checks  as  they  like,  or  accept  checks  on  blind  faith  without  any 
perception  of  cost.   There  must  be  safeguards,  and  this  is  one  of  the  most  important. 
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Condvision 

In  conclusion,  Mr.  Chairman,  I  would  like  to  re-emphasize  the  importance  played 
by  the  market  in  setting  all  types  of  prices,  including  financial  service  fees.   A  market 
driven  by  competitive  forces  and  informed  consumers  has  dramatically  succeeded  in  recent 
years  in  bringing  cost-eflfective  technological  advancement  to  the  consumer.   Today  more 
consumers  enjoy  a  wider  range  of  affordable  service  options  than  ever  before. 

Thank  you,  Mr.  Chairman,  for  the  opportunity  to  testify  at  this  hearing.  I  look 
forward  to  answering  any  questions  that  you  or  other  members  of  the  Committee  may 
have. 
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TESTIMONY  OF  EDNfUND  MIERZWINSKI 

The  U.S.  PUBUC  INTEREST  RESEARCH  GROUP 

ON  SKYROCKETING  BANK  FEES 

Before  the  Subcommittee  on  Consumer  Credit  and  Insurance 

The  Honor^Ie  Joe  Kennedy,  Chairman 

22  June  1994 


Chairman  Kennedy,  members  of  the  committee,  my  name  is  Edmund  Mierzwinski  and  I 
am  the  ■Ccmsumer  Program  Director  for  the  U.S.  Public  Interest  Research  Group.  U.S. 
PIRG  is  the  national  lobbying  office  for  the  state  PIRGs,  which  are  non-profit  and  non- 
partisan consumer  and  environmental  advocacy  groups  with  over  one  million  members 
around  the  country. 

I  appreciate  the  opportimity  to  testify  before  you  on  the  critical  issue  of  onerous  bank 
fees  and  practices  that  are  both  gouging  the  middle  class  and  creating  a  new  underclass  - 
the  unbanked.  As  you  know,  the  PIRGs  have  investigated  and  challenged  numerous 
unfair  bank  practices  over  the  years.  Recently,  we  have  published,  as  has  the  Consumer 
Federation  of  America,  a  series  of  reports  documenting  skyrocketing  bank  fees.'  These 
reports^  have  resonated  across  the  front  pages  and  television  screens  of  the  country 
because  the  American  people  are  fed  up  with  bank  fee  gouging.  An  egregious  example 
documented  in  our  latest  report:  Not  only  are  banks  charging  consumers  who  bounce 
checks,  85%  of  banks  are  charging  the  innocent  victims  who  deposit  those  checks  a  so- 
called  Deposit  Item  Returned  (DIR)  fee! 

We  believe  that  the  Congress  has  a  continuing  obligation  to  address  the  fee  and  deposit 
account  practices  of  publicly-chartered  banks  insured  by  the  federal  government.  When 
those  fees  are  too  high,  you  should  cap  them.  When  those  fees  or  account  practices  are 


'  I  am  indebted  to  ray  colleague  and  oo-investigator  on  many  of  these  projects,  Dr.  Janice  Shields,  for 
developing  much  of  the  analysis  of  fees  and  costs  discussed  below.  Dr.  Shields,  who  conducted  this  research  while 
an  associate  professor  of  accounting  at  Bloomsburg  University  in  Pennsylvania,  is  testifying  today  before  the  New 
York  State  Banking  Department   concerning   their  new  basic  banking  law. 

'  See  "Outraeeous  Bank  Fee  Gouges  Innocent  Victims:  A  National  Survey  of  Deciosit  Item  Returned  Fees 
(DIR)  and  Bounced  Check  Fees."  U.S.  PIRG  and  Professor  Janice  Shields,  May  1994.  See  also  the  joint  PIRG/CFA 
report  released  in  June  1993,  "Crushing  &>nsumers:  The  Impact  of  Rising  Bank  Fees.  A  23  State  Survey  of  the  Fees 
Charged  By  300  Banks."  also  written  with  Professor  Shields.  The  report  documents  deposit  account  fee  mcreases 
over  the  period  1990-93  and  compares  over  25  fees,  balance  requirements  and  interest  rates  paid  on  deposit 
accounts  at  300  banks.  Other  recent  CFA  bank  cost  reports  inchide  "ATMs:  High  Tech  Cash  Cows."  June  1994  and 
"Billion  Dollar  Profits  From  Bounced  Check  Fees."  December  1993,  both  by  CFA  and  Professor  Shields.  Also  see 
"Savings  Account  Interest  Rates:  Are  Banks  Paving  Savers  Too  Little?"  by  CFA's  Stephen  Brobeck.  Ph.D.,  May 
1994.  Also  see  Oregon  PIRG's  "ATM  Fees  Defy  Law  of  Gravity,"  May  1994,  by  Jon  Stubenvoll  and  "ATM  Fees 
Up.  Up.  Up."  US.  PIRG,  March  1991,  a  mulu-state  survey  of  ATM  fees. 
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unreasonable,  you  should  ban  them.  When  banks  do  not  provide  reasonably  priced 
services  that  all  Americans  can  afford,  you  should  require  them  to.  When  consumers  are 
not  given  fair  information  disclosures  by  the  banks,  you  should  empower  consumers  to 
obtain  that  information. 

Banks  have  amassed  ever-increasing,  record  profits  in  the  last  several  years.  Commercial 
banks  generated  a  then-record  $32.1  billion  in  profits  in  1992,  exceeded  by  1993's  $43.4 
billion  in  profits,  a  36%  increase.  The  first  quarter  of  1994,  at  $11.1  billion  in  profits,  was 
the  second  most  profitable  quarter  ever.  A  growing  part  of  those  profits  comes  from 
rapid  and  unjustified  increases  in  consumer  account  fees.  According  to  FDIC  data,  fee 
income  grew  nearly  48%  from  1988  to  1992,  while  deposits  only  grew  11%. 

Numerous  industry  sources  document  that  fee  income  is  the  holy  grail  of  banking.  New 
industry  trade  papers  on  the  subject  proliferate.  According  to  one.  Fee  Income  Report 
the  number  of  different  bank  fees  it  tracks  increased  from  96  to  over  225  from  1989 
through  1993.'  The  American  Bankers  Association,  in  March  1993,  held  a  conference  in 
San  Francisco  with  the  brazen  title:  "The  1993  ABA  National  Fee  Income  Producing 
Conference."  Similar  conferences  and  similar  trade  papers  abound. 

BANK  AND  GOVERNMENT  SOURCES  SUPPORT  CONSUMER  GROUP 
FINDINGS 

As  documented  in  our  recent  reports,  bank  fees  are  increasing  dramatically.  Our  data  are 
substantiated  by  numerous  industry  and  government  sources.  For  instance,  each  of  the 
five  aimual  reports  to  Congress  required  by  the  savings  and  loan  bailout  law  from  the 
Federal  Reserve  Board  have  documented  ever-increasing  bank  fees.  Quoting  from  the 
most  recent  report,  issued  this  month:  "A  trend  m  the  direction  of  higher  fees  is  also 
apparent..."*. 

Studies  done  by  the  independent  trade  paper  Bank  Rate  Monitor  result  in  identical 
empirical  data  to  ours.  TTie  annual  ABA  Retail  Banking  Report's  results  trade  ours 
closely. 

The  banks  cannot  dispute  our  findings.  All  they  can  do  is  argue  either  that  the  increases 
are  justified  by  increasing  costs  or  that  the  industry  provides  choices.  We  think  both 
these  suppositions  are  false. 

We  have  seen  no  data  that  suggest  that  any  increase  in  bank  costs  justifies  the  fee 
increases.  The  simple  truth  is  this:  Banks  increase  fees  because  they  can  get  away  with  it. 
The  banks  are  aware  that  switching  banks  is  such  a  pain  in  the  neck,  getting  new  low- 


'  "Compare   Your  Fees  and  Services  With  This  List,"  Fee  Income  Report,  8  Feb  93,  page  7. 

'  Annual  Report  To  The  Coogres  on  Retail  Fees  and  Services  of  Depositoiy  Institutions,   June  1994,  Federal 
Reserve  Board,  issued  pursuant   to  Section   1002  of  the  FIRREA  Act  of  1989. 
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numbered  checks  and  closing  checking  accounts  and  all,  that  consumers  won't  switch.  It's 
a  low-risk  gamble  for  the  banks  to  raise  fees.  The  banks  are  confident  that  consumers 
feel  it  is  just  as  bad  at  other  banks.  That's  not  surprising.  It  probably  is.  Most  banks  tend 
to  have  similar,  high  fees.  Not  only  is  it  a  pain  in  the  neck  to  switch,  it's  probably  not 
worth  it.  That's  doubly  true  because  the  largest  banks  have  the  highest  fees. 

If  a  consumer  wants  to  switch,  he  or  she  should  check  out  a  member-owned  credit  union. 
If  you  don't  qualify,  try  a  small  bank. 

THE  BANK  STRATEGY  TO  INCREASE  FEE  INCOME: 

The  bank's  fee  income  strategy  is  simple:  raise  fees,  come  up  with  new  fees  and  get  more 
people  to  pay  fees.  There  are  six  general  areas  of  attack  that  U.S.  PIRG  has  identified: 

(1)  Rai^lixisting  consumer  account  fees. 

(2)  Unbundle  new  fees  from  bundled  services  [e.g.,  start  charging  consumers  for  (a) 
receiving  their  cancelled  checks  with  their  statements  or  (b)  using  the  bank's  own  ATM 
machines  or  (c)  simply  having  an  ATM  card  (annual  fee  or  fee  to  obtain)  or  (d) 
balancing  checkbooks  or  reconciling  statements]. 

(3)  Trap  more  consumers  into  paying  fees  by  raising  minimum  balances  required  to  avoid 
fees. 

(4)  Change  balances  required  to  avoid  fees  from  monthly  averages  to  minimums,  which 
are  vastly  harder  to  maintain.  If  you  drop  below  a  minimum  balance  for  one  milli-second 
in  a  month,  you  pay  fees. 

(5)  Eliminate  local  manager  discretion  to  waive  penalty  fees. 

(6)  Enact  new  so-called  punitive  fees  (DIR)  or  raise  them  dramatically  (bounced  checks, 
NSF),  as  part  of  a  strategy  to  raise  fee  income.  Tell  consumers  and  the  press  you  must 
charge  $28  for  a  bounced  check  because  bouncing  checks  is  "Tjad,"  and  "against  the  law," 
hiding  your  real  reason:  profit  It  is  well-documented  in  consultant  reports  and  the  press 
that  raising  fees  has  little  or  no  "punitive"  impact  on  the  number  of  bounced  checks 
written;  increased  fees  simply  provide  windfall  profits.  One  additional  fee  increase 
technique  deserves  mention:  consultants  are  recommending  that  banks  clear  large  checks 
first.  If  the  large  check  bounces,  more  not-yet-processed  small  checks  will  bounce  and  the 
bank  will  earn  more  per-bounced-check  fees! 

PIRG  AND  CFA  REPORTS  FIND  BANK  FEES  RISING  PR AMATirAT  T  Y 

Key  findings  on  bank  fees  from  recent  PIRG  and  CFA  reports  include  the  following: 
1)  Deposit  Item  Returned  and  Bounced  Qieck  Fees:  According  to  PIRG's  May  1994 
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report  on  Deposit  Item  Returned  or  DIR  fees,  "Outrageous  Bank  Fee  Gouges  Innocent 
Victims,"  the  number  of  banks  charging  DIR  fees  increased  from  35%  in  1991  to  85%  in 
1994,  or  an  increase  of  143%  over  the  three  year  period. 

•  U.S.  PIRG  found  an  average  DIR  fee  of  $5.29,  nationally,  in  that  survey  of  295  banks 
in  30  states  and  the  District  of  Columbia.  DIR  fees  ranged  from  $1.25  to  $20. 

•  U.S.  PIRG  also  found  that  100%  of  banks  charged  bounced  check  fees,  averaging 
$19.09  nationally.  The  bounced  check  fees  ranged  from  a  high  of  $30  to  a  low  of  $8. 

2)  Service  Fees  On  Checking  And  Savings  Accounts:  According  to  the  joint  CFA/PIRG 
report  on  bank  fees  released  in  June  1993,  Crushing  Consumers: 

•  The  average  annual  cost  of  a  non-interest  bearing  checking  account  increased  to 
$184.16-irr  1993,  an  increase  of  18.5%  since  1990. 

•  In  1993,  the  average  monthly  maintenance  fee  for  regular  checking  was  $5.82 
nationally,  rising  14%  since  1990.  Daily  minimum  balances  to  avoid  fees  averaged 
$555.98.  For  those  banks  using  an  average  minimum  balance  requirement  to  avoid  fees, 
consumers  had  to  maintain  a  balance  of  at  least  $957.83.  Per-check  fees  rose  15%,  to 
$0.31,  from  1990  to  1993.' 

•  The  net  average  annual  cost  of  maintaining  a  $600  interest-bearing  (NOW)  checking 
account  was  $186.45  in  1993,  an  increase  of  41%  since  1990,  after  subtracting  fees  from 
interest  earned. 

•  The  average  monthly  NOW  account  maintenance  fee  increased  27%  to  $7.56  from 
1990  to  1993.  Average  per  check  fees  increased  8%  to  $0.28.  The  minimum  daily  balance 
requirement  to  avoid  fees  for  NOW  accounts  was  $1,023  and  the  monthly  average 
balance  to  avoid  fees  was  $2109.  Banks  required  a  daily  balance  of  $570.94  to  earn 
interest.  Interest  paid  averaged  an  Annual  Percentage  Yield  (APY)  of  1.84%  for  the 
banks  surveyed,  a  decrease  of  63%  since  1990. 

•  The  average  aimual  net  cost  of  a  savings  account  with  a  $200  balance  was  $22.92  in 
1993,  an  increase  of  143%  since  1990. 

•  The  minimum  balance  required  to  avoid  fees  for  savings  accounts  was  $240  in  1993  and 
banks  required  an  average  of  $96  to  open  an  account  and  $140.55  to  earn  interest 

•  "Off-us"  ATM  fees  increased  dramatically  from  1990  to  1993.  Local  network  ATM  fees 
went  to  $.95  per  transaction  and  national  network  fees,  to  $1.10,  compared  to  $.71  per 


'  The  Fed's  Functional  Cost  Analysis  reported  that  all  bank-incurred  checking  account  costs  except  check- 
cashing  costs  had  decreased  1%  in  1991,  compared  to  1988;  check  cashing  costs  increased  3%.  During  the  same 
years,  ABA  reported   that  monthly  checking  account   fees  had  increased   18%  and  per  check  fees  had  risen  52%. 


147 


"off-us"  transactions  in  1990,  an  increase  of  34%  for  local  and  55%  for  national 
networks.* 

SMALL  BUSINESSES  ARE  PAYING,  TOO 

Small  businesses  are  also  bearing  the  brunt  of  these  higher  bank  fees.  According  to  data 
from  a  recent  lawsuit'  on  DIR  fees,  members  of  the  California  Grocers  Association  pay 
over  $39  million  in  DIR  fees  each  year.  The  grocers  challenged  the  high  DIR  fees  and 
won  at  trial  but  lost  on  appeal.  One  large  California  bank.  Bank  of  America,  may 
generate  yearly  DIR  fees  in  excess  of  $20  million.  Other  small  businesses  have 
complained  to  U.S.  PIRG  about  outrageous  DIR  fees.  According  to  a  recent  news  report 
from  Charlotte,  Nationsbank  is  "drawing  fire  from  merchants"  for  its  new  900#  account 
balance  verification  service.  Incredibly,  the  merchants  who  try  to  avoid  DIR  fees  are 
paying  a  fee  anyway!* 

SINCE  DEREGULATION,  CONGRESS  HAS  RESPONDED  TO  THE  BANKS' 
ANTI-CONSUMER  PRACTICES 

Over  the  years,  particularly  since  the  rapid  account  deregulation  begun  in  the  early 
1980s,  this  committee  has  taken  numerous  actions  to  address  anti-consumer  bank  fees 
and  practices.  It  is  critical  that  you,  and  state  legislatures,  address  bank  fee  practices, 
because  the  regulators  can  not  or  will  not.  Time  and  again,  the  Federal  Reserve  Board 
and  the  OCC  have  either  condoned,  encouraged  or  ignored  the  anti-consumer  practices 
of  the  banks  and  Congress  has  had  to  step  in.  Three  recent  examples  are  checkholds,  the 
investable-balance  rip-off,  and  over-priced  checking  accounts  that  price  low-income 
consumers  out  of  the  federally-insured  banking  system. 

In  1987,  the  Congress  passed  the  Expedited  Fimds  Avaflability  Act,  in  response  to  the 
hold  up  at  the  bank  caused  by  excessive  check  holds  of  up  to  two  weeks  or  more.  As  you 
know,  Massachusetts  PIRG,  and  New  York  PIRG,  helped  pass  the  nation's  first 
checkhold  laws  in  1984,  which  helped  lead  to  passage  of  the  federal  law.'  The  Federal 
Reserve  had  the  authority  to  enact  checkhold  regulations,  but  in  its  wisdom,  chose  not 


'  Based  on  ABA's  Retail  BanldnE  Report.  1991  "o£f-us"  fees  represented  a  100%  mark-up  on  costs  by  large 
banks.  Off-us  costs  to  banks  were  only  67%  higher  than  on-us  costs,  but  off-us  fees  were  300%  higher  than  on-us 
fees. 

'  Califymia  Gnxen  Asaodaiai.  Inc.  vs.  Bank  ofAmaica.  NTASA.  93  C.D.O.S.  9123.  While  a  lower  court  held 
that  the  grocers  should  recover  excessive  DIR  fees  paid  Bank  of  America,  the  California  Court  of  Appeals  held 
that  the  bank's  100%  markup  on  its  $liO  DIR  "cost"  was  "generous"  but  within  accepted  notions  of  fair  profitability. 

'  "New  Nationsbank  fee  draws  fire  from  merchants,"  Charlotte  Business  Journal.  13  June  94,  by  Rick  Brooks, 
page  3. 

'  See  the  PIRG  national  surveys  on  check  hold  practices,  documenting  holds  of  up  to  two  weeks  or  more,  "Held 
Up  At  the  Bank."  1985  and  "Still  Held  Up  At  The  Bank."  1986. 
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to.  Instead,  the  fed  left  consumers  to  the  mercy  of  the  banks  and  Congress  had  to  act. 

In  1991,  the  Congress  passed  the  Truth  In  Savings  Act,  in  response  to  a  new  bank  scam, 
advertising  one  interest  rate  on  savings,  but  paying  a  second,  lower  rate.  Truth  In  Savings 
had  been  proposed  as  long  ago  as  1970,  but  did  not  pass  until  Nationsbank  and  others 
chose  to  develop  their  88%  solution,  the  investable  balance  method.  Truth  In  Savings 
banned  the  payment  of  interest  on  less  than  a  consumer's  full  balance.  Again,  the  fed 
had  the  authority  to  ban  the  investable  balance  method  by  regulation,  but,  in  its  wisdom, 
chose  not  to  act. 

As  our  reports  have  documented,  skyrocketing  bank  fees  are  pricing  many  consumers  out 
of  the  market  for  checking  account  services  at  federally-insured  depositary  institutions.  In 
response,  former  subcommittee  chairman  Torres  and  Senator  Metzenbaura   have 
championed  lifeline  checking  account  legislation,  the  Financial  Services  Access  Act  of 

1993,  HnC  2350  and  S.  85. 

Unfortunately,  the  Congress  has  not  passed  this  legislation,  even  though  it  has  been 
under  consideration  for  several  years,  so  first  New  Jersey,  in  1992  and  then  New  York,  in 

1994,  have  passed  state  lifeline  banking  legislation  to  fill  the  gap.'°2)  The  New  Jersey 
Checking  Account  law,  for  example,  requires  all  banks  to  provide  a  checking  account  at  a 
fee  no  higher  than  $3  each  month  for  8  transactions  and  an  opening  balance  requirement 
no  greater  than  $50.  New  York  is  holding  regulatory  hearings  this  week  on 
implementation  of  its  law. 

The  failure  of  the  banks  to  serve  all  consumers  has  also  created  an  additional  problem. 
Consumers  who  can't  afford  to  bank  at  banks  are  forced  to  go  to  check  cashing  stores, 
which  are  virtually  unregulated  in  most  jurisdictions.  According  to  an  excellent  recent 
report  on  the  problem  by  the  New  York  City  Department  of  the  Public  Advocate: 

A  two-tier  financial  services  system  has  developed:  low  income  and  working 
class  New  Yorkers  use  check  cashing  storefronts  that  are  sometimes  dingy 
and  unsafe,  and  everyone  else  gets  the  benefit  of  full  service  banking. 
These  state  licensed  check  cashers  aimually  cash  $10  billion  worth  of 
paychecks  and  government  checks,  distribute  $1.5  billion  in  public 
assistance  payments,  disburse  food  stamps,  sell  money  orders  and  lottery 
tickets,  transmit  funds  and  elecfronically  pay  utility  bills  for  their  customers. 
But  they  do  not  oCFer  checking  or  savings  accounts,  [emphasis  added.]" 


The  OCC's  brilliant   response    to  the  New  Jersey  law?  In  its  wisdom,   the  agency   issued   a  preemption 
determination    stating  that  national   banks  did  not  have  to  comply  with  the  law,  despite   the  abject   lack  of  any 
competing  federal  lifeline  banking  requirement.   The  Ointon  administration    is  now  reviewing  OCC  Letter  #752  of 
15  January   1992  to  New  Jersey  Banking  Commissioner   Robert  Jawoiski  and  we  beUeve  that  it  will  be  repealed. 

"  The  Poor  Pay  Morc.J=br  Less,  Part  4:  Fmandal  Seivices.  New  York  City  Department  of  the  Public  Advocate, 
by  Glenn  Van  Nostitz,  April  1994.  This  report  analyzes  how  check  chasing  stores  have  replaced  the  New  York  City 
branch  network  in  lower-income    areas.  For  another  study  of  the  high  costs  of  check  cashers  and  the  need  for  lower- 
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One  consumer  who  I  am  working  with,  George ,  cannot  get  a  bank  account  because 

of  disputes  over  unpaid  bounced  check  fees.  In  Maryland,  he  pays  a  check  casher  $30  to 
cash  his  $1000  social  security  check.  That  is  simply  unacceptable.  Rep.  Fields  has 
introduced  legislation,  the  Check  Cashing  Act  of  1993,  H.R.  1448,  to  require  banks  to 
cash  government  checks  and  regulate  the  activities  of  check  cashers. 

RECOMMENDATIONS  FOR  CONGRESS 

1)  Ban  the  DIR  fee.  Imiocent  victims  shouldn't  pay. 

2)  Consider  banning  or  capping  other  unreasonable  fees.  For  example,  why  should  banks 
charge  their  own  customers  to  use  their  own  ATM  machines,  which  is  cheaper  than  going 
to  a  teller? 

3)  EnacT  legislation  establishing  a  watchdog  Financial  Consumers  Association.  An  FCA 

would  be  a  consumer-operated  group  funded  through  membership  inserts  piggy-backed  in 
the  statements  of  federally-insured  depository  institutions.  FCA  would  be  modelled  after 
the  successful  Illinois  Citizens  Utility  Board  (CUB)  and  the  startup  NYCUB.  Since  1984, 
Illinois  CUB  has  saved  Illinois  residents  over  $4  billion.  It  is  the  largest  consumer  group 
in  the  state,  with  over  100,000  members.  Similar  consumer-funded  and  directed  models 
are  being  developed  for  insurance  and  other  services.  Legislation  has,  in  past 
Congressional  sessions,  been  introduced  by  Chairman  Kennedy  and  others. 

4)  Enact  an  independent  Cost  Accounting  Standards  Board  (CASE)  for  federally  insured 
depository  institutions.  The  CASB  would  establish  uniform  cost  accounting  procedures 
for  financial  institutions;  costs  would  then  be  used  as  a  basis  for  any  fees  assessed  instead 
of  allowing  banks  to  gouge  customers  by  charging  whatever  fee  the  (captive)  market  will 
bear. 

5)  Support  the  CFA/PIRG  request  to  Assistant  Attorney  General  Ann  Bingaman  that  the 
Department  of  Justice  investigate  possible  violations  of  the  Sherman  Act  by  banks. 

Following  up  on  its  recent  successful  consent  decree  with  the  MAC  ATM  network  in 
Philadelphia,  settling  allegations  of  "tying,"  the  Department  of  Justice  should  initiate  a 
broader  study  of  collusion  and  other  possible  anti-competitive  practices  by  commercial 
banks.'^  Our  review  of  bank  fee  practices  suggests  patterns  (see  letter  to  Bingaman) 
that  we  believe  justify  such  an  antitrust  investigation. 


cost  banking,  see  a  report  by  the  City  of  Los  Angeles  Controller  Rick  Tuttle,  Survey  of  Banks  and  C3>eck  Cashmg 
Agencies  in  the  Los  Angeles  Area,  July  1993. 

°  See  United  Slates  of  America  vs.  Electronic  Payment  Systems,  Inc.,  CN  94-208,  21  April  94,  in  which  the  Justice 
Department   filed  and  settled  on  the  same  day  an  antitrust  suit  against  the  largest  regional  ATM  network  in  the  U.S. 
Electronic  Payment  Services,  Inc.,  known  as  the  MAC  ATM  network,  owned  by  CoreStates   and  other  Philadelphia 
area  banks.  The  network  settled  the  charges  that  its  "monopolistic    and  exclusionary    practices  caused  more  than  a 
thousand   banks  to  pay  higher,  non-competitive    prices  for  ATM  processing." 
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^n-.  BOARD    OF    GDVERNORB 

OF  THE 

FEDERAL  RESERVE  SYSTEM 

WASHINGTON,  D.  L.  2D551 


July    29,     1994  susan  m.  phillips 

MEMGER  OF  THE  BOARD 


The  Honorable  Joseph  P.  Kennedy  II 

Chairman 

Subcommittee  on  Consumer  Credit 

and  Insurance 
Committee  on  Banking,  Finance 

and  Urban  Affairs 
Washington,  D.C.  20515-6050 

Dear  Mr.  Chairman: 

During  your  June  22,  1994  hearing  on  retail  bank  fees, 
members  of  the  Subcommittee  asked  me  several  questions.   My 
responses  to  the  questions,  and  the  information  I  promised  to  the 
Subcommittee,  are  enclosed. 

The  first  item  enclosed  describes  existing  fee  disclo- 
sure requirements  under  the  Truth  in  Savings  Act  and  the  Board's 
implementing  Regulation  DD.   I  hope  it  will  help  further  the 
dialogue  you  requested  on  possible  improvements  to  fee-related 
disclosures . 

During  the  hearing,  several  members  asked  about  the 
Federal  Reserve's  ability  to  regulate  directly  the  retail  fees 
charged  by  banks  and,  more  generally,  about  our  regulatory 
responsibilities  in  the  consumer  area.   As  pointed  out  in  the 
second  enclosure,  the  Board  has  no  legal  authority  to  directly 
regulate  retail  fees.   That  document  also  describes  the  Federal 
Reserve's  responsibilities  in  writing  rules  to  implement  a  host 
of  consumer  protection  laws,  as  well  as  its  responsibilities  in 
enforcing  such  laws.   As  this  description  makes  clear,  the 
Federal  Reserve  is  deeply  involved  in  consumer  protection  issues. 

The  third  enclosure  responds  to  the  question  of  whether 
it  would  be  possible  to  determine  the  average  costs  incurred  by 
financial  institutions  when  offering  specific  retail  banking 
services.   I  said  during  the  hearing  that  this  would  be  a  chal- 
lenging task,  and  further  reflection  confirms  that  it  would, 
indeed,  be  difficult  to  do. 

A  final  enclosure  provides  some  information  concerning 
recent  volumes  of  ATM  transactions.   I  hope  this  information  is 
useful  to  the  Subcommittee. 


Sincerely, 


Enclosures 
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July  14,  1994 


Federal  Reserve  Board 
Consumer  Responsibilities 


The  question  has  been  raised  about  whether  the  Federal  Reserve  Board  can 
regxxlate  the  fees  charged  by  financial  institutions  in  connection  with  retail  financial  services. 
Although  the  Board  has  general  rule  writing  ability  to  define  what  may  be  "unfair  and 
deceptive"  practices,  this  authoiity  has  precise  legal  parameters  and  could  not  be  used  to 
establish  acceptable  fees  and  charges. 

The  Boaid  otherwise  has  extensive  authority  in  connection  with  nimierous 
consumer  protection  laws,  but  they  are  very  specific  in  their  coverage  and  none  of  them 
convey  price  setting  authority.    All  are  enforced  through  the  examination  supervisory  process 
(which  can  involve  formal  enforcement  actions  through  cease  and  desist  orders  and  the 
imposition  of  civil  money  penalties.)  Most  of  the  statutes  provide  private  rights  of  action  as 
well  for  violations. 

The  questions  asked  about  the  authority  to  regulate  fees  were  raised  in  the 
broader  context  of  questions  about  the  role  of  the  Board  with  regard  to  consumer  protection. 
What  follows  is  a  description  of  the  activities  of  the  Board's  Division  of  Consumer  and 
Community  Affairs  which  assists  the  Board  in  carrying  out  these  responsibilities. 

Listed  below  are  the  various  consumer  laws  for  which  the  division  has 
responsibility,  whether  regulation  writing,  enforcement  or  both.    They  are  divided  into  four 
categories: 

(1)  those  where  the  Board's  regulations  apply  to  all  covered  institutions, 
such  as  retailers,  finance  companies,  mortgage  bankers,  and  depository 
institutions; 

(2)  those  where  the  Board's  regulations  cover  all  banks; 

(3)  those  where  the  Board's  regulations  apply  to  state  member  banks  only; 
and 

(4)  those  which  the  Board  enforces  for  state  member  banks,  but  where  no 
Board  regulations  are  involved. 

Attachment  A  gives  a  brief  summary  of  these  laws.    TTie  number  and  breadth  of  these  laws 
has  resulted  in  the  Board's  assuming  a  substantial  role  in  the  consumer  area;  but  as  indicated 
each  is  directed  at  a  specific  type  of  transaction  or  practice. 
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Laws  where  the  Board's  regulations  apply  to  all  covered  institutions 

Truth  in  Lending  Act  (Regulation  Z) 

Equal  Credit  Opportunity  Act  (Regulation  B) 

Electronic  Fund  Transfer  Act  (Regulation  E) 

Consumer  Leasing  Act  (Regulation  M) 

Fair  Credit  Billing  Act  (Regulation  Z) 

Home  Mortgage  Disclosure  Act  (Regulation  C) 

Expedited  Funds  Availability  Act  (Regidation  CC) 

Home  Equity  Loan  Consumer  Protection  Act  (Regulation  Z) 

Fair  Credit  and  Charge  Card  Disclosure  Act  (Regulation  Z) 

Truth  in  Savings  Act  (Regulation  DD) 

Laws  where  the  Board's  regulations  apply  to  all  banks 

•  The  FTC  Improvement  Act  gives  the  Board  authority  to  prohibit  banking  practices  that  are 
"unfair  or  deceptive."   Under  this  authority  the  Board  has  adopted  Regulation  AA,  which: 

•  describes  how  consumer  complaints  against  state  member  banks  are  to  be  handled; 

•  contains  the  Board's  rule  prohibiting  certain  credit  practices. 

Laws  where  the  Board's  regulations  apply  to  state  member  banks,  but  where  the  other 
flnancial  regulators  have  adopted  parallel  regulations 

•  Commimity  Reinvestment  Act  (Regulation  BB) 

•  Flood  Disaster  Protection  Act  (Regulation  H) 

Laws  enforced  by  the  Federal  Reserve  with  respect  to  state  member  banks,  but  which  do 
not  involve  Board  regulations 

•  Fair  Credit  Reporting  Act  (no  regulation) 

•  Fair  Debt  Collection  Practices  Act  (no  regulation) 

•  Fair  Housing  Act  (no  regulation) 

•  Real  Estate  Settlement  Procedures  Act  (HUD  regulation) 

•  Right  to  Financial  Privacy  Act  (Regulation  S,  limited  scope) 

The  Consumer  and  Community  Affairs  Ehvision  is  composed  largely  of 
attomeys  and  individuals  who  are  familiar  with  the  bank  examination  process. 

The  division's  Regulations  Program  has  the  responsibility  for  writing  and 
updating  the  various  consumer  credit  regulations  that  the  Board  administers,  such  as  when  a 
new  law  is  enacted,  when  laws  are  amended,  or  in  response  to  changes  in  industry  practices 
(for  example,  development  of  a  new  credit  plan.)  Program  staff  handles  thousands  of 
telephone  inquiries  yearly  about  the  Board's  rules—mainly  from  creditors—and  in  1993  handled 
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nearly  15,000  calls.    The  Regulations  staff  also  publishes  and  periodically  updates  official 
commentaries  that  further  explain  the  regulations. 

The  Consumer  Complaint  Program  has  primary  responsibility  for  the  Board's 
statutorily-mandated  program  for  receiving,  iDvestigating,  and  resolving  consumer  complaints 
against  state  member  banks.   The  program  accomplishes  its  objectives  by  monitoring  and 
evaluating  the  implementation  of  the  complaint  function  at  the  Reserve  Banks,  collecting  and 
analyzing  data  to  identify  trends  and  problems,  and  analyzing  and  responding  to  complaints 
and  inquiries,  including  those  referred  to  the  Board  by  members  of  the  Congress.   The 
Complaint  Program  also  coordinates  with  other  banking  agencies  on  referring  complaints  as 
appropriate  and  on  sharing  complaint  data.    In  1993,  the  division  received  over  1,000  written 
complaints  and  inquiries;  the  System  received  approximately  2,500  complaints,  1,100  of 
which  involved  state  member  banks. 

The  division's  Compliance  Program  is  divided  into  two  functions—Reserve 
Bank  Oversight  and  Applications.   Each  has  a  separate  staff  unit  assigned  to  it. 

The  Board  has  the  responsibility  for  enforcing  the  various  laws  and  regulations 
listed  above.   To  do  so,  it  has  directed  that  the  Consumer  and  Community  Affairs  Division 
provide  the  necessary  leadership  and  direction  to  the  Reserve  Banks  in  implementing  an 
enforcement  program,  and  this  is  done  by  the  Oversight  unit.    Ehie  to  the  specialized  nature 
and  complexity  of  many  of  the  regulations,  in  the  late  1970s  the  Board  decided  to  implement 
a  specialized  consumer  compliance  examination  program.   As  a  result,  each  Reserve  Bank  has 
examiners  within  its  bank  examination  department  vAio  are  experts  in  the  consumer  affairs 
area.    Separate  examination  reports  are  prepared  by  these  examiners.   Ehiring  1993,  Federal 
Reserve  examiners  conducted  655  examinations  of  state  member  banks  and  270  examinations 
of  foreign  banking  organizations. 

TTie  Community  Reinvestment  Act  requires  the  Board  to  take  into  account  an 
institution's  commimity  lending  record  when  it  considers  certain  applications  to  expand. 
Consequentiy,  division  Applications  Staff  conducts  independent  reviews  of  an  institution's 
Community  Reinvestment  Act  performance  for  applications  where  the  banks  involved  have 
less  than  satisfactory  commimity  reinvestment  or  compliance  records  or  where  the  application 
is  protested  on  Commimity  Reinvestment  Act  grounds.   To  conduct  its  reviews,  staff  looks  at 
CRA  examination  results  for  all  banks  involved  in  the  application,  their  lending  records,  and 
recent  actions  to  improve  existing  CRA  performance  weaknesses. 

Given  the  increased  emphasis  on  fair  lending,  the  division  has  created  a  new 
uitit  that  deals  exclusively  with  issues  relating  to  the  enforcement  of  laws  (principally  the 
Equal  Credit  Opportunity  and  the  Fair  Housing  Acts)  that  prohibit  discrimination  in  the  credit 
granting  process.   The  division  has  hired  an  expert  in  the  field  of  credit  discrimination  who, 
on  a  full-time  basis,  works  on  matters  regarding  the  enforcement  process,  coordination  witii 
other  agencies,  and  the  review  of  individual  cases.   TTiis  person  works  with  staff  members 
fi^om  the  division  and  with  other  divisions  and  other  agencies  on  projects  such  as  developing 
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examination  procedures,  updating  the  interagency  fair  lending  policy  statement  recentiy 
adopted  by  ten  federal  agencies,  and  assisting  in  deciding  which  cases  shotild  be  referred  to 
the  Department  of  Justice  and  HUD. 


Attachment 
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COMMUNITY  RHT7WESTMENT  ACT  (Regulation  BB)  -  encourages  financial  institutions  to 
help  meet  the  credit  needs  of  their  communities,  particularly  low-and  moderate-income 
neighborhoods;  requires  institutions  to  specify  the  savices  they  offer  and  to  identify  their 
lending  areas.  The  Federal  Reserve  assesses  a  bank's  performance  in  meeting  its  obligations 
to  its  community  and  takes  that  assessment,  along  with  other  factors,  into  account  when 
considering  applications  for  mergers,  acquisitions,  and  the  fomiation  of  bank  holding 
companies. 

CONSUMER  T.FASTNG  ACT  (Regulation  M)  -  requires  that  institutions  disclose  the  cost  and 
terms  of  consumer  leases  (such  as  automobile  leases.) 

FTECTRONTC  FUND  TRANSFER  ACT  (Regulation  E)  -  establishes  rules  about  a 
consumer's  liability  for  unauthorized  use  of  a  debit  card  and  the  unsolicited  issuance  of  debit 
cards  by  fmancial  institutions.  (Covers  transactions  at  automated  teller  machines;  telephone 
bill-payment  plans;  point-of-sale  terminals  in  stores;  and  preauthorized  transfers  to  and  from  a 
customer's  account,  such  as  direct  deposit  of  salary  and  social  security  payments.) 

EOT  JAL  CREDIT  OPPORTl  JNTTY  ACT  (Regulation  B)  -  prohibits  discrimination  in  credit 
transactions  on  several  bases,  including  gender,  marital  status,  age,  race,  religion,  color,  and 
national  origin;  requires  creditors  to  grant  credit  to  qualified  individuals  without  requiring 
cosignature  by  spouses,  to  inform  unsuccessflil  applicants  in  writing  of  the  reasons  credit  was 
denied,  and  to  allow  married  individuals  to  have  credit  histories  on  jointly-held  accounts 
maintained  in  the  names  of  both  spouses. 

EXPEDITED  FUNDS  AVAn.ARn.ITY  ACT  (Regulation  CC)  -  dictates  when  depository 
institutions  must  make  consumers'  deposited  funds  available  to  them;  requires  institutions  to 
disclose  to  their  customers  tiieir  policies  on  funds  availability. 

FAIR  CREDIT  Rfl  J.ING  ACT  (Regulation  Z)  -  specifies  how  creditors  must  respond  to 
billing  complaints  from  consumers;  imposes  requirements  to  ensure  that  creditors  handle 
credit  accounts  fairly  and  promptly.  (Applies  mainly  to  revolving  and  credit  card  accounts.) 

FAIR  CREDIT  AND  CHARGE  CARD  DISa.OSURE  ACT  (Regulation  Z)  -  requires  that 
applications  for  credit  cards  that  are  sent  throu^  the  mail,  solicited  by  telephone,  or  made 
available  to  the  public  (such  as  at  counters  in  retail  stores  or  in  catalogs)  contain  information 
about  key  terms  of  the  account. 

FAIR  CREDIT  REPORTING  ACT  -  protects  consumers  against  inaccurate  or  misleading 
information  in  credit  files  maintained  by  credit  reporting  agencies;  requires  credit  reporting 
agencies  to  allow  credit  applicants  to  con^ct  erroneous  reports. 
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FATR  PFBT  COT  JECTTON  PRACTTCES  ACT  -  prohibits  abusive  debt  collection  practices. 
(Applies  to  banks  that  function  as  debt  collectors  for  other  entities.) 

FAIR  HOUSING  ACT  -  prohibits  discrimination  in  the  extension  of  housing  credit  on  the 
basis  of  race,  color,  religion,  national  origin,  gendo-,  handicap,  or  familial  status. 

FT  .OOP  DISASTF.R  PROTPXTHON  ACT  (Regulation  H)  -  requires  flood  insurance  on 
property  in  a  flood  hazard  area  that  comes  under  the  National  Flood  Insurance  Program. 

FTC  IMPROVFM^NT  ACT  -  authorizes  the  Federal  Reserve  Board  to  identify  unfair  or 
deceptive  acts  or  practices  by  banks  and  to  issue  regulations  to  prohibit  them.  Using  this 
authority,  the  Federal  Reserve  has  adopted  rules  that  restrict  certain  practices  in  the  collection 
of  delinquent  consumer  debts  (for  example,  practices  related  to  late  charges,  the 
responsibilities  of  cosigners  and  wage  assignments.) 

HOME  EQUITY  LOAN  CONSUMF.R  PROTRCTION  ACT  (Regulation  Z)  -  requires 
creditors  to  provide  detailed  information  about  a  credit  plan  secured  by  a  consumer's 
dwelling,  as  well  as  a  brochure  ejqplaining  home  equity  loans  in  general;  restricts  the  terms  of 
home  equity  loan  plans;  regulates  advertising  of  home  equity  loans. 

HOME  MORTGAGE  niSa^OSURE  ACT  (Regulation  C)  -  requires  mortgage  lenders  to 
publicly  disclose  the  geographic  distribution  of  their  mortgage  and  home  inprovement  loans 
by  gender,  race,  and  certain  other  applicant  characteristics;  directs  the  Federal  Financial 
Institutions  Examination  Council  (of  which  the  Fed^al  Reserve  is  a  member)  to  make 
summaries  of  these  data  available  to  the  public. 

REAL  ESTATE.  SETTT.EMENT  PROCEDURRS  ACT  -  requires  that  the  nature  and  costs  of 
the  real  estate  settlement  process  be  disclosed  to  borrowers;  protects  borrowers  against  certain 
abusive  practices,  such  as  kickbacks;  limits  the  use  of  escrow  accounts. 

RIGHT  TO  FINANCIAL  PRIVACY  -  protects  bank  customers'  financial  records  fix)m 
unlawful  scrutiny  by  federal  agencies;  specifies  procedures  government  authorities  must 
follow  when  they  seek  information  about  a  customer's  financial  records  fix)m  a  financial 
institution. 

THUTH  IN  LENDING  (Regulation  Z)  -  requires  uniform  methods  for  computing  the  cost  of 
credit  and  for  disclosing  credit  terms;  gives  borrowers  the  right  to  cancel  certain  loans  secured 
by  their  residences;  prohibits  the  unsolicited  issuance  of  credit  cards  and  limits  cardholder 
liability  for  unauthorized  use. 
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TRI  rm  IN  SAVTNGS  ACT  (Regulation  DD)  -  requires  that  dqjositoiy  institutions  disclose 
certain  information,  including  the  annual  percentage  yield  calculated  in  a  uniform  manner, 
regulates  advertising  of  savings  accounts;  prohibits  certain  methods  of  calculating  interest. 

WOMHKS  BIJSTNF.SS  OWNHRSHTP  ACT  -  extends  to  applicants  for  business  credit  certain 
protections  afforded  consumer  CTedit  applicants,  such  as  the  right  to  an  ejqjlanation  for  credit 
denial. 
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Governor  Phillips  subsequently  submitted  the  following  information: 


TRUTH  IN  SAVINGS 
DISCLOSURE  REQUIREMENTS  FOR  RETAIL  BANK  FEES 


The  Truth  in  Savings  Act,  implemented  by  the  Board's  Regulation  DD,  requires 
depository  institutions  to  disclose  key  terms  on  consumer  deposit  accounts,  including  fees 
"imposed  in  connection  with  the  account."    (Credit  unions  are  governed  by  a  substantially 
similar  regulation  issued  by  the  National  Credit  Union  Administration.) 


What  fees  are  disclosed. 

The  law  requires  institutions  to  disclose  all  fees  imposed  in  connection  with  an 
account,  including: 

•  Monthly  service  or  maintenance  fees 

•  Fees  for  returning  checks  unpaid,  depositing  a  check  that  is  returned  unpaid, 
or  stopping  payment  on  a  check 

•  Activity  fees  such  as  per  check  charges 

Fees  for  bank  services  not  tied  to  an  account  are  not  covered  by  Truth  in  Savings. 
For  example,  rental  fees  for  a  safe  deposit  box  —  or  fees  charged  to  customers  and 
noncustomers  alike  such  as  money  order  or  wire  transfer  fees  ~  are  not  related  to  an 
account.   However,  many  institutions  disclose  these  fees  along  with  the  required  disclosures. 

Special  rules  apply  to  debit  card  or  ATM  fees.    Regulation  DD  provides  that  fees 
relating  to  electronic  transfers  subject  to  the  Electronic  Fund  Transfer  Act  (and  the  Board's 
Regulation  E)  may  be  disclosed  in  accordance  with  Regulation  E.   This  avoids  duplicating 
disclosures. 

Regulation  E  provides  that  institutions  issuing  debit  cards  must  disclose  fees 
charged  by  the  institution  relating  to  the  use  of  the  card.    For  example,  if  an  institution 
charges  an  annual  ATM  fee  or  a  $1.00  fee  to  use  its  own  ATMs,  that  fee  must  be  disclosed. 
The  card-issuing  institution  is  not  required  to  disclose  fees  that  are  not  within  its  control, 
such  as  fees  imposed  by  other  institutions  when  a  card  holder  uses  the  other  institution's 
ATM  to  make  a  cash  withdrawal. 


How  fees  must  be  disclosed. 

Disclosures  must  be  provided  in  writing,  in  a  form  the  consumer  can  keep. 
Institutions  must  use  consistent  terminology,  for  example,  to  describe  a  fee  in  account 
disclosures  and  on  a  periodic  statement. 


159 


When  coasumers  receive  disclosures. 


Under  Truth  in  Savings,  consumers  are  notified  about  deposit  account  fees  — 
including  returned  check  fees  and  fees  for  insufficient  funds  ~  at  various  stages  in  the 
account  relationship: 

•    Consumers  who  are  comparison  shopping  may,  upon  request,  receive 
disclosures  that  identify  the  amount  and  type  of  fees  assessed  in  connection 
with  the  account 


• 


Consumers  receive  the  same  disclosures  as  "shoppers"  before  opening  an 
account 


•  If  periodic  statements  are  sent,  fees  debited  from  the  account  during  the 
statement  period  are  disclosed 

•  Written  notice  is  provided  30  days  before  a  fee  is  increased  or  a  new  fee  is 
established 

•  Advance  notice  is  provided  for  automatically  renewable  certificates  of  deposit 

Deposit  account  advertisements  are  covered  by  Truth  in  Savings.   If  a 
maintenance  or  activity  fee  is  assessed  on  the  account,  institutions  are  required  to  state  that 
fees  may  reduce  earnings.   The  types  and  amounts  of  specific  fees  need  not  be  identified. 

Also,  institutions  cannot  advertise  an  account  as  "free"  or  "no  cost"  if 
maintenance  or  activity  fees  are  imposed  on  the  account.    For  example,  an  institution  could 
not  advertise  an  account  as  free  if  the  institution  assessed  a  fee  for  failing  to  keep  a  minimum 
balance.    However,  some  fees  can  be  assessed  without  triggering  the  prohibition  against 
advertising  an  account  as  "free."   For  example,  incidental  charges  such  as  charges  associated 
with  returned  checks  do  not  trigger  the  rule. 
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COMMENT  ON  RETAIL  FEES  AND  SERVICES  OF  DEPOSITARY 
INSTITUTIONS 

TO:         THE  SUBCOMMITTEE  ON  CONSUMER  CREDIT  AND 
INSURANCE, 

COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN 
AFFAIRS,  U.S.  HOUSE  OF  REPRESENTATIVES 

FROM:      THE  CALIFORNIA  GROCERS  ASSOCIATION,  INC. 

DATE:      AUGUST  1,  1994  (supplementing  record  of  June 
22,  1994) 


INTRODUCTION 

Checking  account  customers  who  write  or  deposit 
non-sufficient  funds  checks  are  carrying  an  unfair 
portion  of  the  burden  to  assure  bank  profitability 
--  more  than  one -quarter  of  the  banks'  net  operating 
income  comes  exclusively  from  fees  for  NSF  checks. 

Not  surprisingly,  because  of  the  extraordinary 
profit  for  banks  from  NSF  checks,  consultants  are 
trumpeting  the  benefits  of  policies  and  procedures  that 
increase  the  number  of  NSF  checks.   One  states: 

"If  NSF  fees  represent  less  than  half  your  total 
checking  fees,  you're  doing  something  wrong. 

"NSF  fees  are  a  source  of  income  that's  yours  for 
the  taking.   •   •   . 

"  [Half  of  the  customers  who  bounce  checks]  have 
low  balances  --  about  $487.   Such  accounts  are 
profitable,  however,  because  they  provide  more  than  80% 
of  all  NSF  fees  and  earn  no  interest."' 
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A  banking  system  that  depends  on  fees  from  bounced  checks 
for  more  than  25%  of  its  net  operating  income  is  not  safe  or 
sound,  and  needs  correction.   However,  because  reforming  the 
checking  system  to  reduce  the  number  of  NSF  checks  directly 
reduces  net  operating  income  --  each  bounced  check  contributes 
not  less  than  $16  in  profit  --  banks  staunchly  resist  reform. 
Overcoming  resistance  by  banks  to  cure  the  imbalance  now  is 
critical.   This  comment  presents  facts  and  reasons,  and  specific 
proposals,  for  reform. 

Some  bankers  argue  that  setting  NSF  fees  at  punitive  levels 
is  appropriate  to  deter  NSF  checks.   But  higher  NSF  fees  do  not 
deter  NSF  checks:   Measurements  over  decades  comparing  the  ratio 
of  NSF  checks  to  total  checks  in  the  system  is  slightly 
increasing  despite  a  four-fold  increase  in  the  amount  of  NSF 
fees . 

The  prime  reason  for  a  constant  ratio  of  NSF  checks  is  that 
most  NSF  checks  follow  from  errors  in  math,  errors  in  calculating 
when  credits  and  debits  will  be  posted  to  an  account,  misplaced 
reliance  on  another  person's  check,  or  from  other  matters  beyond 
a  customer's  control.   Persons  who  can  least  afford  NSF  check 
fees  have  the  least  margin  for  error,  and  consequently  pay  the 
greatest  number  of  "Returned"  check  fees  for  the  "service"  of 
their  bank  returning  their  checks  unpaid  to  check  depositors. 

Check  depositors  with  the  highest  volume  of  deposit  activity 
--  federal  and  state  governmental  entities,  utility  companies, 
and  major  merchants,  especially  grocers  --  pay  the  greatest 
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number  of  "Deposited  Item  Returned,"  or  "DIR"  fees,  for  the 
"service"  of  their  bank  returning  unpaid  the  NSF  checks  that  they 
deposit.   Depositors  have  no  control  or  choice  over  whether  a 
writer's  check  is  payable  on  demand,  or  over  a  bank's  exercise  of 
its  discretion  to  create  or  increase  an  overdraft.   Punitive  fees 
are  not  a  sensible  solution  because  punishment  cannot  deter 
errors  in  math,  errors  in  calculating  the  results  of  complex 
posting  rules  and  practices,  or  customers  from  falling  into  other 
traps  for  the  unwary  in  check  processing  practices. 

Soon,  the  number  of  NSF  events  is  sure  to  increase  because 
of  faster  payment  methods  through  emerging  technologies  such  as 
Electronic  Funds  Transfers,  Automatic  Teller  Machines,  Point  of 
Sale  transactions  and  check  Imaging.   Laws  now  are  needed  to 
prevent  these  technologies  from  spawning  more  NSF  checks,  more 
NSF  fees  and  new  fees  by  which  banks  take  even  more  from  their 
customers. 

NSF  CHECKS'  CONTRIBUTION  TO  BANK  PROFITS 

In  1993,  the  net  operating  income  to  all  FDIC  insured 
commercial  banks  was  $38,850  billion.^   More  than  one-quarter  of 
this  net  income  came  from  fees  activated  by  NSF  checks. 

In  1993,  the  average  fee  to  a  check  writer  for  an  NSF  check 
that  the  bank  returns  unpaid  to  the  depositor,  a  "Returned" 
check,  was  $15.65  at  banks,  and  $16.36  at  savings  associations.' 
The  total  volume  of  Returned  checks  was  600  million.*   Returned 
checks  alone  represent  $9.9  billion  in  potential  revenue. 
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According  to  the  testimony  of  the  American  Bankers 
Association's  representative  at  the  June  22,  1994  subcommittee 
hearings,  James  M.  Culberson,  the  cost  to  a  bank,  to  process  a 
Returned  check  was  $2  each,  an  estimate  most  generous  to  banks  in 
light  of  the  high-volume,  high-speed  equipment  now  in  use.^  Mr. 
Culberson  also  estimated  that  in  1993,  banks  incurred  $500 
million  in  "bad"  check  losses.'  Assuming  the  truth  of  Mr. 
Culberson's  estimates,  the  average  total  cost,  including  an 
allocation  for  losses,  for  each  Returned  check  is  $2.83.   Thus, 
in  1993,  the  total  cost  of  all  banks  to  process  all  600  million 
NSF  checks  and  cover  all  losses  was  about  $1.7  billion. 

All  banks  charge  Returned  check  fees.^   Some  banks  have  set 
a  maximum  limit  of  three  or  four  NSF  fees  per  account  per  day, 
and,  for  this  and  other  problems  in  collecting  NSF  fees,  this 
comment  assumes  a  collection  rate  of  80%  of  total  potential 
Returned  check  fees.   Thus: 

RETURNED  CHECKS,  199  3 

Average  Returned  check  fee. 

Average  Returned  check 

volume 

Potential  Returned  check 
revenue 

80%  of  potential  revenue. 

Average  cost  to  process. 
Average  loss  per  NSF  item. 
Total  average  cost. 

Total  cost,  600  million      -$1.69  billion 

RETURNED  CHECK  NET  INCOME      $6.23  billion 
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Plus,  every  Returned  check  is  simultaneously  a  Deposited 
Item  Returned,  and  most  of  the  time,  banks  collect  a  DIR  fee  from 
a  business  or  individual,  the  depositor  of  the  Returned  check. 
In  1993,  the  average  DIR  fee  was  $6.08  at  banks,  and  $7.97  at 
savings  associations."   DIR  fees  are  imposed  by  6  5%  of  the  banks 
and  by  71%  of  the  savings  associations.'  There  is  no  daily 
maximum  number  of  DIR  fees,  therefore,  this  comment  assumes  a 
collection  rate  of  65%.   The  estimated  cost  for  a  bank  to  send 
back  a  Returned  check  should  cover  the  cost  to  send  back  the  DIR 
--  it  is  the  same  check  --  but,  to  resolve  all  doubts  in  favor  of 
the  banks,  this  comment  assumes  a  cost  of  $2  per  DIR.   Thus: 

DIRs.  1993 

Average  DIR  fee .  $6 

Average  DIR  volume  600  million 

Potential  DIR  revenue         $3.6  billion 

65%  of  potential  revenue,      $2.34  billion 

Average  cost  to  process,      -$2 

Total  cost,  600  million      -$1.2  billion 

TOTAL  NET  INCOME,  DIRs         $1.1  billion 


TOTAL  NET  INCOME  FROM 

RETURNED/DIR  CHECK 
{$6.23  plus  $1.1  billion)      $7.33  billion 


OTHER  FEES  ACTIVATED  BY  NSF  CHECKS,  AND  OTHER  SALIENT  FACTS 

"OVERDRAFT"  FEES 
The  second  most  profitable  NSF  check  fee  (after  Returned 
checks)  is  the  "Overdraft"  fee  that  a  bank  charges  its  customers 
who  write  NSF  checks  that  the  bank  elects  to  pay  as  a  courtesy, 
by  creating  or  increasing  a  negative  balance.^"   In  1993,  the 
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average  fee  to  a  check  writer  for  an  Overdraft  was  $15.54  at 
banks  and  was  $15,39  at  savings  associations/^  Some  customers 
expect  their  bank  to  pay  their  NSF  checks,  because  of  high 
balances  in  other  accounts,  or  other  reasons  that  lead  them  to 
deliberately  issue  an  NSF  check  before  the  funds  are  in  the 
checking  account.   (When  an  NSF  check  is  paid,  there  is  no  fee  to 
the  depositor  --  that  is,  not  yet.)   The  American  Bankers 
Association  did  not  report  on  Overdraft  volume  at  the  June  22, 
1994  hearings.   The  volume  of  Overdrafts  exceeds  the  volume  of 
Returned  checks."  All  banks,  and  nearly  all  savings 
associations,  charge  Overdraft  fees.^'   Some  banks  and  savings 
associations  set  a  maximum  of  three  or  four  Overdraft  fees  per 
account  per  day.   Assuming  that  the  processing  costs,  losses  per 
check,  volumes  and  collection  rates  for  Overdrafts  are  equal  to 
these  measure  for  Returned  checks,  then  Overdraft  fees,  {and  a 
variation,  "Temporary  Overdraft"  fees^*) ,  contribute  additional 
billions  to  the  banks'  net  operating  income.^* 
"OVERDRAFT  PROTECTION"  FEES 
NSF  checks  activate  pre-arranged  Overdraft  Protection  plans 
that  transfer  funds  from  a  savings  or  credit  card  account  to  the 
customers'  checking  account  on  which  the  NSF  check  is  drawn. 
This  fee  is  not  measured  by  the  Federal  Reserve's  annual  report 
to  Congress  pursuant  to  section  1002  of  the  Financial 
Institutions  Reform,  Recovery  and  Enforcement  Act  of  1989.   In 
California,  the  overdraft  protection  transfer  fees  range  from  $3 
to  $12.   The  cost  to  complete  an  overdraft  protection  transfer 
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ranges  from  $0.03  to  $0.07  per  day.   There  are  no  known  reports 
of  the  volume  of  these  highly  profitable  overdraft  transfers. 
"REPRESENTMENT"  FEES 
"Representment"  fees  are  charged  to  depositors  of  NSF  checks 
when  their  bank,  the  bank  of  deposit,  automatically  sends  the  NSF 
checks  that  were  returned  unpaid  back  through  the  collection 
process  a  second  time.   The  Representment  fee  is  charged 
regardless  of  the  outcome  of  the  second  presentment.   If  the 
check  that  is  represented  is  paid,  there  is  no  other  fee  to  the 
depositor;  if  the  check  is  not  paid,  the  depositors'  bank  also 
charges  a  DIR  fee  (in  addition  to  the  Representment  fee  that  was 
already  collected) .  A  Returned  check  that  is  represented  reaches 
the  check  writer's  account  the  second  time  merely  a  day  or  two 
after  the  check  was  returned  the  first  time.   A  very  large 
majority  of  Returned  checks  that  are  represented  are  paid,  from 
65%  to  75%.^'   The  Representment  fee  ranges  from  $1  to  $2  per 
check. 

There  are  additional  fees  activated  by  NSF  checks  that  are 
unreasonably  high  because  the  cost  of  the  services  for  which  the 
fees  are  imposed  is  a  mere  fraction  of  the  fee,  and  because  the 
fee  is  collected  on  a  daily  basis,  leading  to  extremely  high 
returns  on  capital  invested  in  processing  NSF  checks.   E.g.,  the 
"Returned  Item  Telephone  Advice"  fee,  now  about  $2.50  per  check 
in  California,  is  charged  to  depositors  when  their  bank 
telephones  advising  them  that  a  deposit  has  been  returned.   There 
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are  no  knovm  statistics  on  cost,  volume  or  rates  of  collection 
for  this  and  other  fees  associated  with  NSF  checks. 

FOR  BANKS.  THE  MORE  NSF  CHECKS.  THE  BETTER 

More  than  one- third  of  the  time,  NSF  checks  are  written  on, 
and  deposited  for  collection  in,  the  same  bank.^^  A  check  that 
is  deposited  in  a  branch  of  the  depository  bank  and  drawn  on  the 
same  or  another  branch  of  the  same  bank  is  an  "on-us"  check/' 
On-us  checks  are  occurring  with  greater  frequency  because  of  the 
dominance  of  large  banks  in  urban  markets,  and  the  paucity  of 
banks  in  rural  markets.   A  bank  processing  an  "on-us"  NSF  check 
imposes  both  a  Returned  check  fee  and  a  DIR  fee/'   There  are 
several  possible  fee  combinations  from  an  on-us  NSF  Returned 
check.   The  moat  common  possible  combination  of  average  NSF  fees 
to  customers  for  an  on-us  NSF  check  generates  the  bank  $21,  {a 
$15  Returned  check  fee  and  a  $6  DIR  fee) ,  and  a  routine 
represented  bounced  check  generates  $38,  (a  $15  Returned  check 
fee,  a  $2  Representment  fee,  a  second  $15  Returned  check  fee  and, 
finally,  a  $6  DIR  fee) ." 

Financial  institutions  may  program  their  computers  in  ways 
that  create  more  NSF  checks,  and  more  NSF  check  revenue.   For 
example,  posting  larger  dollar  value  checks  before  smaller  checks 
depletes  an  account  balance  quicker,  causing  more  NSF  checks  and 
more  NSF  fees.   If  an  account  has  a  balance  of  $100,  and  five 
checks  are  presented,  one  check  for  $90  and  four  for  $20  each, 
manipulating  the  sequence  of  posting  may  result  in  either: 
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(1)  one  NSF  check  and  one  Returned  check  or  Overdraft  fee, 
(by  posting  and  paying  the  four  $20  checks  first,  then 
returning  or  paying  the  $90  check  for  a  $15  fee) ; 

(2)  four  NSF  checks  and  four  Returned  check  or  Overdraft 
fees,  (by  posting  and  paying  the  $90  check  first,  then 
returning  or  paying  the  four  $20  checks  for  four  $15  NSF 
fees,  or  $60,  for  NSF  check  processing  on  that  day). 

Posting  debits  or  activity  fees  before  credits  received  on  the 
same  day  also  increases  NSF  check  volume.   Indeed,  a  bank  may 
even  vary  its  check  handling  procedures  from  day-to-day,  keeping 
customers  off  balance,  because  the  law  of  check  processing  allows 
banks  to  handle  checks  in  "any  order  convenient  to  the  bank."^^ 

PERTINENT  FEATURES  OF  THE  CHECK  COLLECTION  SYSTEM  AND  NSF  CHECKS 

The  check  collection  system  is  a  high  volume  system  for 
collection  of  low  dollar  value  items.   In  1990,  a  total  of  57 
billion  checks  were  processed.   Checks  are  the  most  frequent  form 
of  payment,  used  in  82%  of  the  payment  transactions.^^   Families 
and  individuals  are  the  major  check  writers,  issuing  from  10  to 
24  checks  monthly. ^^ 

NSF  checks  are  usually  low  dollar  value  checks;  63%  are  made 
out  for  less  than  $100,  28%  are  made  out  for  more  than  $100  and 
less  than  $1,000;  and,  only  9%  for  more  than  $1,000.^^   (The  mean 
size  of  all  checks  in  the  system,  including  large  payments  such 
as  mortgage,  auto  lease  or  purchase,  insurance,  and  so  on,  ranges 
from  $116  to  $247.^^)   Moreover,  the  amount  by  which  an  account 
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is  lacking  in  sufficient  funds  is  less  thaoi  the  face  amount  of 
the  checks  because  the  account  has  some  credit,  but  not  enough  to 
pay  that  check  and  all  other  checks  presented  on  that  day. 
Frequently,  the  amount  of  the  Returned  check  fee  exceeds  the 
deficit  amount  of  that  check.   Usually,  banks  are  able  to  collect 
their  NSF  fees  immediately  from  the  balance  in  the  account 
although  that  balance  is  not  enough  to  pay  the  checks.   Most  NSF 
checks  occur  on  Thursday,  immediately  before  pay-day.^* 

The  ratio  of  NSF  checks  that  are  returned  unpaid,  compared 
to  all  checks  in  the  system,  has  grown  over  the  last  few  decades 
although  the  average  returned  check  fee  has  grown  from  $4^''  to 
over  $15.^'  A  1965  study  shows  that  only  one-half  of  one  percent 
of  all  checks  were  dishonored  when  first  presented  for  payment.^' 
A  197  3  study  shows  that  two- thirds  of  all  checks  were  dishonored 
when  first  presented  for  payment,  7  2%  of  the  time  due  to  non- 
sufficient  funds.'"  And,  in  1984,  a  Federal  Reserve  Bank  study 
showed  that  one-percent  of  all  checks  were  dishonored  when  first 
presented,  70%  of  the  time  due  to  non-suf f icient  funds,  at  an 
average  cost  to  banks  of  $0.60  to  $0.86."   There  is  a  direct 
correlation  between  the  number  of  checks  received  and  the  number 
of  NSF  checks  received. 

(Again,  most  accounts  lack  sufficient  funds  for  only  a  very 
short  period  of  time,  and  from  65%  to  75%  of  all  checks  that  are 
automatically  represented  are  paid  from  funds  that  arrived  in  the 
account  after  the  first  presentment  and  before  the  second 
presentment  of  the  check.   For  "on-us"  NSF  checks,  the  second 
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presentment  occurs  the  next  business  day  after  the  first 
presentment. ) 

NSF  CHECK  DEPOSITORS  HAVE  NO  CONTROL  OR  CHOICE 
Businesses  are  the  prime  check  receivers.   Grocers  receive 
the  greatest  percentage  of  checks,  and  NSF  checks,  roughly  16%  of 
all  checks  written.   In  1991,  California  grocers  paid  an 
estimated  $39  million  in  DIR  fees  and  sustained  large  overall 
losses  from  NSF  checks  because  grocers  and  other  retail 
businesses,  unlike  banks,  do  not  have  the  power  to  revoke 
provisional  credit  or  charge-back  checks. ^^  Utility  companies 
receive  roughly  12%;  insurance  companies  receive  roughly  12%;  and 
credit  card  companies  receive  around  10%  of  all  checks. ^^ 
Governmental  entities  also  receive  a  high  volume  of  checks  and, 
consequently,  a  high  volume  of  DIRs.   For  example,  in  1991,  just 
one  account  of  the  California  Franchise  Tax  Board  was  charged 
almost  $1  million  for  over  330,000  DIRs,  at  $2.75  each  {a 
discount  from  the  usual  $3  DIR  fee) .   In  contrast,  the  entire 
1991  annual  budget  was  less  than  $4  million  for  Bank  of  America's 
"Return  Item  Processing"  departments  where  most  of  the  processing 
of  20  million  returns  was  performed. 

Depositors  have  no  control  or  choice  over  whether  DIRs  occur 
for  many  reasons: 

1.  Check  writers  cause  DIRs  by  issuing  NSF  checks. 

2.  The  banks  on  which  NSF  checks  are  written  cause 
DIRs  by  electing  not  to  pay  the  NSF  checks. 
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3.  Frequently,  depositors  receive  checks  by  mail. 
Depositors  are  not  able  to  screen  such  checks  to  determine 
whether  the  check  is  then  payable. 

4.  Screening  checks  is  not  meaningful  protection  for 
depositors  because  the  balance  in  the  check  writer's 
account  may  decrease  between  the  time  when  the  inquiry 
is  made,  and  the  time  that  the  check  is  presented 
against  the  account. 

5.  There  is  no  option  available  to  depositors  such  as 
the  option  of  overdraft  protection  plans  that  check 
writers  may  select. 

6.  Using  the  check  collection  system  is  a  practical 
necessity  for  every  business  and  individual. 

Legislation  absolutely  prohibiting  DIR  fees  is  justified 

because  of  other  unique  features: 

1 .  The  basic  economic  rules  of  supply  and  demand 
provide  that  when  a  price  increases,  and  all  other  things 
remaining  constant,  consumption  decreases;  when  a  price 
decreases,  consumption  increases.   These  basic  rules  do  not 
apply  to  DIRs.   When  the  price  of  DIRs  increases,  even 
doubled,  then  redoubled,  the  frequency  of  DIRs  does  not 
decrease.   On  other  hand,  if  DIRs  were  less  expensive,  or 
even  free,  a  depositor  would  have  to  be  crazy  to  want  more 
DIRs. 

2.  Banks  have  exploited  this  market  imperfection  in 
which  the  rules  of  supply  and  demand  do  not  work  by  imposing 
DIR  fees  for  on-us  checks. 

3.  NSF  checks  violate  public  policy  imbued  in 
criminal  and  civil  statutes.   Depositors  are  the  innocent 
victims  of  that  wrongful  conduct.   A  DIR  fee  on  depositor  in 
"on-us"  transactions  forces  the  innocent  victim  to  subsidize 
directly  the  wrongdoer.   Further,  DIR  fees  for  "on-us"  NSF 
checks  induces  banks  to  dishonor  rather  than  pay  such  checks 
because  of  the  greater  revenue  to  them  from  collecting  a 
Returned  check  fee,  now  averaging  $15,  plus  a  DIR  fee,  now 
averaging  $6. 

Finally,  collecting  DIR  fees  from  depositors  for  the 

"service"  of  having  on-us  NSF  checks  returned  is  an  illusory 

bargain  for  depositors  because  their  bank  (on  which  such  checks 

are  drawn)  absolutely  must  promptly  return  such  checks  to 
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depositors  to  avoid  being  directly  liable  to  them  for  the  checks, 
regardless  of  the  amount  of  the  checks,  and  regardless  of  the 
lack  of  funds  in  the  check  writers'  accounts.   A  bank  must 
promptly  dishonor  and  return  NSF  checks  drawn  on  it,  or  must  pay 
them,  regardless  of  the  amount  on  deposit.   (Uniform  Com.  Code  §§ 
4301,  subd.  (4) (b) ;  4302.)"   Thus,  depositors  are  paying  DIR 
fees  for  on-us  checks  for  nothing  --  their  bank  returns  NSF 
checks  unpaid  to  avoid  being  compelled  to  pay  the  checks  -- 
usually  after  collecting  a  Returned  check  fee  from  the  writer  as 
compensation  for  returning  the  check! 

MARKET  FAILURE 

Competition  does  not  operate  effectively  in  the  market  for 
checking  services  because  of  special  features  in  the  market. 
Customers  cannot  survive  economically  without  a  checking  account 

A  checking  account  is  a  practical  necessity  to  participate 
in  business  or  personal  activities  of  modern  life.   Everyone  who 
receives  checks,  or  who  makes  payments,  must  have  a  checking 
account.   All  families  and  individuals  that  can  afford  checking 
accounts  have  at  least  one  account,  almost  ninety  percent  of  the 
population.'^   There  are  171  million  checking  accounts  in 
commercial  banks,  savings  associations  and  credit  unions  in  the 
United  States." 

The  number  of  financial  institutions  that  may  provide 
checking  services  is  limited,  and  this  limits  competition. 
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Checking  accounts  must  be  in  a  local  financial  institution 
as  a  practical  matter 

The  Federal  Reserve  Bank  repeatedly  reported  that  the  most 

important  criteria  for  a  customer's  selection  of  a  financial 

institution  for  checking  services  is  the  convenience  of  branch 

location. '^   Over  80%  of  families  have  their  checking  account  in 

an  institution  within  five  miles  of  their  home  or  job.^'  And, 

competition  is  limited  because  major  merchants  and  other 

businesses  that  are  wide-spread  may  select  from  only  those 

institutions  that  are  able  to  deliver  services  to  all  or  the 

units.   For  example,  in  California,  grocers  or  other  businesses 

with  state -wide  networks  are  limited  to  only  those  banks  that  can 

deliver  state-wide  services,  a  literal  handful  out  of  more  than 

1,400  separate  financial  institutions.   The  only  relevant 

financial  institutions  for  consumers  are  those  that  are 

convenient,  i.e.,  within  a  few  miles  of  the  customer's  home  or 

job,  and  for  businesses,  those  that  are  able  to  provide  the  type 

and  breadth  of  services  needed  by  all  of  the  businesses'  units. 

The  basic  laws  of  economics  do  not  work  because 
checking  services  are  not  true  products 

Checks  are  a  means  of  paying  for  some  other  product  or 

service,  they  are  not  an  end  in  themselves.   Customer  demand  for 

checking  services  is  directly  proportionate  to  customer  demand 

for  other  goods  and  services.   Therefore,  usage  of  checking 

services  does  not  increase  if  prices  for  checking  services 

decrease,  and  usage  does  not  decrease  when  prices  increase, 

because  checks  are  written  for  other  goods  and  services.   Checks 
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are  not  written,  or  withheld,  because  of  price  of  processing 
them. 

The  usage  of  checking  services  in  general,  and  NSF 
Overdraft,  Returned  check  and  DIR  services  in  particular,  is  not 
price  sensitive.   NSF  events  are  unavoidable,  at  least  insofar  as 
they  result  from  customer  math  errors  in  balancing  their 
accounts,  failing  to  enter  a  check  or  other  debit  (such  as  a  bank 
fee  that  was  automatically  set-off  from  the  account  balance) , 
failing  to  comprehend,  or  to  apply  correctly,  the  bank's  policies 
or  practices  for  posting  debits  and  credits,  or  other  traps  for 
the  unwary.   Despite  ever  increasing  fees  for  processing  NSF 
checks,  the  percentage  of  such  checks  in  the  payment  system  has 
slightly  increased,  {see  endnotes  23,  24  and  25),  while  the  total 
volume  of  all  checks,  and  of  NSF  checks,  has  more  than  doubled 
from  1973  to  1991." 

Measuring  bank  fee  increases  shows  only  part  of  the  increase 
of  the  financial  burden  on  customers  from  banking  reforms 
following  the  savings  &  loan  scandals  of  the  late  1980 's: 
Measuring  fee  increases  in  relation  to  inflation 
disregards  the  actual  and  steady  downward  movement  of  the 
cost  of  bank  operations  since  the  mid-1980's.   Downsizing  is 
reducing  overall  staff  size  and  salaries,  technological 
improvements  are  reducing  the  cost  of  equipment  {because 
less  is  being  used,  and  what  is  being  used  is  more 
productive) ,  and  closing  branches  and  changing  check 
processing  systems  (such  as  centralizing  check  processing 
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rather  than  branch  processing)  is  reducing  occupancy  costs. 

Measuring  the  growth  of  fees  for  checking  services 
disregards  the  actual  and  steadily  increasing  "net  interest 
margin"  that  banks  achieve  by  paying  less  for  deposits  and 
charging  more  for  loans.*" 

Legislation  setting  reasonable  practices  and  prices  is 
essential. 

THE  PUBLIC  IS  AT  GREAT  RISK  FROM  EMERGING  CHECK  SUBSTITUTES 

Consumers  that  purchase  and  businesses  that  supply  goods  and 
services  are  using  electronic  payment  methods  with  greater 
frequency.   This  development  is  overdue.   Most  other  developed 
countries  have  far  higher  rates  of  use  of  electronic  payment 
methods  .*^ 

Banks,  however,  are  beginning  to  burden  customers  with  new 
or  higher  fees  for  using  electronic  payment  methods  as 
alternatives  to  paper  checks.*^   Banks  will  also  be  imposing  more 
NSF  fees  as  a  result  of  electronic  payment  methods  because  these 
methods  more  quickly  debit  funds  from  accounts. 

A  prime  reason  banks  introduced  Electronic  Funds  Transfer  or 
"EFT"  payments.  Point  Of  Sale  or  "POS"  payments,  or  the  various 
transaction  services  available  through  Automated  Teller  Machines 
or  "ATMs"  was  to  substitute  such  transactions  for  payments  by 
paper  checks  because  the  electronic  payment  methods  are  less 
expensive  and  faster.   For  example,  ATMs  reduce  the  operating 
costs  of  banks  by  replacing  branch  personnel  with  machines 
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capable  of  performing  all  of  the  routine  branch  banking 
activities,  24-hours  a  day,  outside  the  branch,  or  at  any  other 
location,  and  for  the  most  part  operated  by  the  customers 
themselves.   At  their  inception,  ATM  services  were  provided  for 
no  fee,  or  at  modest  fees  because  ATM  transactions  replaced 
checks,  and  replaced  transactions  with  branch  tellers  that  were 
more  costly  to  banks.   When  ATMs  were  introduced  (and  now),  the 
cost  of  processing  paper  checks  and  teller  transactions  that  the 
bank  anticipated  was  built  into  the  formula  for  determining  the 
monthly  checking  account  maintenance  fee.   (The  monthly  account 
fee  is  a  composite,  or  bundle,  of  the  costs  of  anticipated 
services  the  customer  will  use;  that  is,  the  price  of  the  average 
account  is  pegged  to  cover  the  cost  and  profit  for  processing  the 
average  number  of  checks  written,  checks  deposited,  cash 
withdrawals,  preparing  the  account  statement,  and  sending  the 
customers 's  cancelled  checks.)   Thus,  there  is  no  objective 
justification  for  charging  for  an  ATM  transaction  that  replaced  a 
check,  or  that  replaced  a  face-to-face  transaction  with  a  teller. 

Similarly,  Point  Of  Sale  transactions,  through  debit  cards 
or  credit  cards,  reduces  overall  operational  costs  by 
substituting  an  electronic  impulse  for  a  paper  check;  the  unit 
cost  of  the  electronic  transfer  is  far  less  than  the  cost  to 
receive  the  check  at  the  branch,  transport  the  check  to  the 
bank's  processing  center,  process  the  check,  then  mail  the 
cancelled  check  to  the  writer. 

Fees  to  merchants  for  accepting  EFT  or  POS  payment 

17 


177 


substitutes  are  not  reasonable  because  the  banks  may  transmit  fee 
information  through  electronic  "switches"  that  merchants  must 
subscribe  to,  and  through  which  electronic  payments  information 
is  sent  to  the  customers'  respective  bank.   There  is  no  sound 
reason  for  the  switches  not  to  collect  a  reasonable  fee  from  the 
banks  that  have  already  charged  their  customers  (in  the  monthly 
checking  account  maintenance  fee)  rather  than  invent  new  fees  for 
merchants . 

The  next  form  of  payment  to  emerge  will  be  "check  imaging." 
In  this  payment  method,  an  electronic  scanner  passes  over  the 
customers  check,  (much  like  a  grocers'  scanner  reads  the  "bar- 
code" on  a  grocery  item) .   Instantaneously,  the  paying  account  is 
debited,  and  the  receiving  account  is  credited.   The  bank  avoids 
all  the  other  handling  and  processing  expenses  from  the  check. 
Notwithstanding,  if  the  banks  repeat  their  past  conduct,  the 
public  will  not  see  a  decrease  in  monthly  account  maintenance 
fees,  reflecting  lower  costs  than  incurred  from  processing  paper 
checks.   Instead,  there  will  be  new  fees  for  "Imaging"  checks 
that  replace  some  of  the  paper  checks  for  which  the  bank  already 
has  charged  its  customers. 

REFORM 

The  number  of  NSF  checks  could  be  reduced  by  half,  under  a 
simple  proposal  that  was  first  raised  in  1974  by  the  Bank 
Administration  Institute.*^  A  variation  of  the  BAI ' s  1974 
proposal  was  incorporated  in  regulations  proposed  in  1986  by  the 
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Federal  Reserve  Board."  The  banks  abhor  the  proposal.   The 
banks  resist  any  reduction  in  the  number  of  NSF  checks,  and 
instead  seek  new  ways  to  increase  NSF  checks,  because  the  banks 
depend  too  much  on  NSF  fees  for  their  profit.   The  proposal  is  to 
extend,  by  only  a  day  or  two  days,  the  "payment  deadline"  for  NSF 
checks  made  payable  for  less  than  $100.   Presently  the  payment 
deadline  requires  that  all  checks  must  be  dishonored  and  sent 
back  to  a  presenting  bank  (for  transit  checks) ,  or  to  the  banks' 
own  depositors  (on-us  checks) ,  not  later  than  midnight  of  the 
banking  day  following  the  day  of  receipt  of  the  check. *^   Because 
two-thirds  of  all  NSF  checks  are  made  payable  for  less  than  $100, 
and  because  7  5%  of  the  NSF  returned  checks  that  are  automatically 
represented  are  paid  --  meaning  that  the  majority  of  the  time  the 
check  writers'  deposits  missed  being  available  to  pay  their 
checks  by  only  a  day  or  two  --  extending  the  payment  deadline  on 
small  dollar  value  checks  allows  deposits  slightly  more  time  to 
be  posted  to  accounts,  and  defeats  bank  practices  to  increase  NSF 
checks  such  as  posting  large  dollar  items  first,  posting  debits 
before  credits,  or  other  trickery. 

The  number  of  DIR  fees  may  be  reduced  substantially  by 
prohibiting  banks  that  are  returning  on-us  NSF  checks  from 
collecting  a  DIR  fee  in  addition  to  collecting  a  Returned  check 
fee.   This  reform  is  highly  meritorious  because  it  allocates  the 
fee  for  processing  an  NSF  check  to  the  person  who  is  responsible 
for  issuing  the  check. 

DIR  fees  could  be  eliminated  by  simply  changing  a  portion  of 
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"Regulation  CC"  to  allow  the  bank,  of  deposit  to  collect  a 
reasonable  fee  from  the  payor/returning  bank  that  collects  the 
Returned  check  fee  from  the  person  responsible  for  the  check, 
even  though  both  the  writer  and  depositor  do  not  have  their 
accounts  at  the  same  bank.   Presently,  such  fees  are  not 
allowed.*' 

One  recent  study  concluded  that  fees  on  deposit  accounts 
should  be  regulated,  while  interest  payments  and  charges  should 
not  be  regulated.   This  treatment  of  the  market  allows  the  public 
access  to  essential  services  at  reasonable  prices,  and  at  the 
same  time  allows  banks  to  compete  for  deposits  and  returns  on 
loans . 

CONCLUSION 

Bank  practices  and  prices  for  checking  activities  should  be 
regulated  to  protect  the  public  because  the  economic  rules  of 
supply  and  demand  do  not  apply  in  the  market  for  payment 
services.   Regulation  is  necessary  and  appropriate  because  banks 
are  not  truly  private  businesses.   Banks  are  quasi-public 
institutions,  ultimately  backed  by  taxpayers'  dollars.   Banks 
simply  cannot  be  trusted  to  refrain  from  exploiting  depositors  to 
maximize  bank  profits.   Now  most  of  the  financial  burden  of 
keeping  banks  profitable  falls  on  the  persons  who  are  least  able 
to  pay,  the  NSF  check  writers,  and  on  those  who  are  least 
responsible  for  NSF  checks,  the  businesses  and  individuals  that 
deposit  NSF  checks.   Without  comprehensive  regulation,  tomorrow 
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the  burden  may  be  increased  through  new  or  higher  fees  for  ATM, 
EFT,  POS,  Imaging,  or  other  transactions  that  the  public  has  no 
reasonable  means  of  escaping. 

The  payment  system  is  too  important  to  leave  to  the  bankers 
who  are  driven  by  the  quest  for  immediate  and  ever -increasing 
profit  to  please  shareholders.   Depositors  contribute  capital  to 
banks  much  the  same  as  shareholders;  depositors  should  be  treated 
fairly,  but  they  are  not  under  present  banking  laws.   Banks  have 
abused  the  freedom  to  price  and  have  become  too  dependent  on  NSF 
check  fees  to  be  considered  safe  and  sound.   A  correction  must  be 
applied  to  relieve  the  unfairness  and  before  disaster  strikes. 
The  'reverse  Robin  Hood  syndrome'  that  banks  perpetrate  --  making 
those  least  able,  and  those  others  least  responsible,  carry  the 
greatest  burden  of  banks'  need  for  profit  --  must  end. 

Respectfully  submitted, 

Donald  C.  Beaver,  President 
California  Grocers  Association,  Inc. 

DCB:mga 


21 


181 


1.  Savings  Institutions,  "Bounced  Checks  Boost  Profits,"  March  1991, 
Haberfeld,  R. ,  33,  pp.  34-35. 

2.  The  FDIC  Quarterly  Banking  Profile,  1st  Quarter,  1994,  p.  3. 

3.  Testimony  by  Susan  M.  Phillips,  Member,  Board  of  Governors  of  the 
Federal  Reserve  System  before  the  Subcommittee  on  Banking,  Finance  and  Urban 
Affairs,  U.  S.  House  of  Representatives,  June  22,  1994,  Table  3,  following 
page  eight,  hereafter,  "Phillips,  ." 

4.  Bureau  of  Nation  Affairs,  "Daily  Report  for  Executives,"  DER  No.  119, 
June  23,  1994:   "Fed  Survey  of  Retail  Bank  Fees  Shows  Consumers  Paying  Higher 
Prices,"  reporting  that  James  M.  Culberson  Jr.,  chairman  of  the  First  National 
Bank  and  Trust  Company  in  Asheboro,  N.C.,  representing  the  American  Bankers 
Association  before  the  Subcommittee  on  Banking,  Finance  and  Urban  Affairs,  U. 

5.  House  of  Representatives,  June  22,  1994,  testified  that  "banks  are  on  the 
receiving  end  of  about  600  million  bad  checks  .  .  .  ."   The  BNA's  report  of 
Mr.  Culberson's  testimony  shall  be  referred  to  hereafter  as  "Culberson." 

5.  Id.,  reporting  that  Mr.  Culberson  testified  that  the  cost  to  a  bank  of  a 
Returned  check  is  $2  each. 

A  $2  NSF  check  processing  cost  is  high  in  light  of  other  bank  cost 
estimates,  unless  Mr.  Culberson  intended  to  include  all  cost  associated  with 
the  writer  and  depositor  of  the  check,  including  losses.   However,  for 
purposes  of  this  comment,  the  California  Grocers  Association  will  assume  that 
the  cost  to  process  a  Returned  check  is  $2,  the  loss  per  Returned  check  is  an 
additional  $0.83,  and  the  cost  to  process  a  DIR  is  an  additional  $2. 
Resolving  all  of  these  doubts  and  issues  from  Mr.  Culberson's  cost  estimate  in 
favor  of  the  banks,  the  fact  remains  that  one-quarter  of  the  net  operating 
income  of  all  banks  depends  on  NSF  check  fees. 

6.  "The  Impact  of  Exception  Items  on  the  Check  Collection  System,"  Bank 
Administration  Institute,  1974,  p.  26:   "One  out  of  every  5,245  returns  was 
written  off  by  banks.   The  average  dollar  value  of  each  loss  was  $148  while 
the  average  loss  per  return  item  processed  amounted  to  $0.03  or  approximately 
$20  for  every  100,000  items  processed  .  .  .  ." 

Banks  have  extraordinary  powers  to  protect  themselves  from  "bad"  checks, 
compared  to  Returned  checks.   Banks  have  the  rights  to  place  holds  on  checks, 
revoke  provisional  credit,  charge-back  sunounts  that  were  previously  posted  to 
accounts,  days  later,  and  other  means  of  self-protection  not  available  to  the 
public.  Notwithstanding  such  protection,  banks  sustain 

"losses"  from  NSF  checks  as  a  result  of  taking  checks  from  persons  who  abscond 
with  the  banks'  funds  rather  than  remain  as  customers.   Logically,  such  losses 
may  be  allocated  to  the  'deposit  taking  functions'  of  the  b2mk,  and  spread 
over  all  of  the  checks  received  by  the  bank. 

In  contrast,  NSF  check  processing  costs  result  from  handling  NSF  checks 
for  persons  who  maintain  ongoing  accounts  and  logically  are  allocable  to  the 
particular  customers  who  cause  such  checks. 

7.  Phillips,  Table  3,  following  p.  8. 

8.  Ibid. 

9.  Ibid. 

10.  Banks  have  discretion  to  pay,  or  to  dishonor,  any  NSF  checks  drawn  on 
its  customers'  accounts.   (Uniform  Com.  Code,  §§  4401,  4301,  respectively.) 


22 


182 


11.  Phillips,  Table  3,  following  p.  8. 

12.  "Recommendations  for  Exception  Item  Reduction,"  Bank  Administration 
Institute,  1975,  pp.  58-60. 

13.  Phillips,  Table  3,  following  p.  8. 

14.  "Temporary  Overdraft"  fees  are  charged  to  check  writers  when  their  bank 
pays  a  check  from  a  deposit  that  is  in  the  process  of  collection,  i.e.,  the 
bank  received  a  deposit  from  the  check  writer  that  covers  the  checks  written 
against  the  customer's  account,  but  the  funds  represented  by  the  deposit  have 
not  been  finally  posted  to  the  customer's  account.   The  amount  of  this  fee 
ranges  around  half  the  aumount  of  the  Overdraft  fee;  there  are  no  known  reports 
of  the  volume  of  Temporary  Overdrafts. 

15.  The  bank  cost  to  process  an  Overdraft  should  be  less  than  the  cost  to 
process  a  Returned  check  because  the  check  is  not  returned. 

16.  Sse  Federal  Register,  Vol  52,  No.  238,  Dec.  11,  1987,  p.  47139;  See  also 
"The  Impact  of  Exception  Items  on  the  Check  Collection  System, "  Bank 
Administration  Institute,  1974,  pp.  28-29;  "Recommendations  for  Exception  Item 
Reduction,"  Bank  Administration  Institute,  1975,  p.  53. 

17.  "The  Check  Collection  System,  a  Quantitative  Description,"  Bank 
Administration  Institute,  1970,  p.  18,  Table  18,  reported  that  29.2%  of  all 
checks  were  "on-us"  checks.   See  also,  "A  Quantitative  Description  of  the 
Check  Collection  System, "  Co-Sponsored  by  the  American  Bankers  Association, 
Bank  Administration  Institute  and  the  Federal  Reserve  System,  1981,  pp.  65-74. 

18.  12  C.F.R.  §  229.10(c),  part  229,  Appendix  E. 

19.  The  DIR  fee  for  on-us  checks  should  be  legislatively  barred  because  a 
business  cannot  sell  the  same  thing  twice:   If  "A"  pays  a  grocer  for  an  apple 
which  "B"  eats,  the  grocer  cannot  compel  "B"  to  pay  the  grocer  again  for  the 
apple.   Banks  should  not  be  allowed  to  charge  for  what  grocers  cannot  charge 
for;  if  a  NSF  check  writer  pays  their  bank  for  returning  a  check  the  depositor 
who  is  another  customer  of  the  same  bank,  then  that  bank  should  not  be  allowed 
to  collect  a  fee  from  the  depositor  after  collecting  a  fee  from  the  NSF  check 
writer. 

Assuming  arguendo  that  a  bank's  return  of  an  on-us  NSF  check  to  a 
depositor  confers  on  the  depositor  magnificent  benefits,  that  does  not  entitle 
the  bank  to  collect  a  DIR  fee  from  the  depositor,  in  addition  to  the  Returned 
check  fee  the  bank  collects  from  its  writer.   Indeed,  Bob  Cratchit ' s  family 
was  most  pleased  to  receive  the  Christmas  goose  paid  for  by  Ebeneezer  Scrooge, 
but  the  poulterer  cannot  collect  twice,  once  from  Scrooge  (for  a  price 
including  the  sale  of  the  goose  and  delivery  to  Cratchit 's  home),  and  again 
from  Bob.   The  price  Scrooge  paid  makes  any  promise  by  Cratchit  to  pay  the 
poulterer  unenforceable.   In  the  language  of  Dickens'  time,  a  promise  to  pay 
far  too  much,  or  to  pay  when  there  is  no  reason  to  pay  is  a  promise  "such  as 
no  man  in  his  senses  and  not  under  delusion  would  make  on  the  one  hand,  and  as 
no  honest  and  fair  man  would  accept  on  the  other;  which  are  unequitable  and 
unconscientious  bargains  .  .  .  . "   See  Spanogle,  Analyzing  Unconscionabilitv 
Problems  (1969)  117  U.Penn.  L.Rev.  931,  937,  fn.  20,  quoting  Earl  of 
Chesterfield  v.  Janssen  2  Ves .  Sen.  125,  155,  28  Eng.  Rep.  82,  100,  (Ch. 
1750)  .) 


23 


I 
I 


183 


20.  Frequently  occurring  combinations  of  NSF  fees  are: 

(1)  For  a  total  of  $17,  --  one  $15  NSF  Returned  check  fee  and  one  $2 
"Representment "  fee,  (assumes  check  is  returned,  represented  and  paid) ; 

(2)  For  a  total  of  $21,  --  one  $15  NSF  Returned  check  fee  and  one  $6  DIR 
fee  (assumes  check  is  returned  through  to  depositor  after  first  presentment, 
no  representment ) ; 

(3)  For  a  total  of  $38,  --  one  $15  NSF  Returned  check  fee,  one  $2 
Representment  fee,  a  second  $15  NSF  Returned  check  fee,  and  a  $6  DIR  fee, 
(assumes  check  is  returned  unpaid,  represented,  returned  unpaid  a  second  time, 
then  sent  to  the  depositor) . 

21.  Banks  have  discretion  regarding  the  sequence  and  timing  of  processing 
credits  and  debits  to  the  account.   " [W]here  the  drawer  has  drawn  all  the 
checks,  her  should  have  funds  available  to  meet  all  of  them  and  has  no  basis 
for  urging  one  should  be  paid  before  another;  .  .  .  ."  (Com.  Code  §  4303, 
Uniform  Commercial  Code  Comment  No.  6.) 

22.  "Statistics  on  Payment  Systems  in  Eleven  Developed  Countries,  figures 
for  1990,"  Bank  for  International  Settlements,  Prepared  by  the  Committee  on 
Payment  and  Settlement  Systems  of  the  central  banks  of  the  Group  of  Ten 
countries,  p.  47,  Table  C. 

23.  "The  Use  of  Cash  and  Transaction  Accounts  by  American  Families,"  Federal 
Reserve  Bulletin,  Feb.  1986,  p.  89-90. 

24.  Statement  by  Preston  Martin,  Vice  Chairman,  Board  of  Governors  of  the 
Federal  Reserve  System  before  the  Subcommittee  on  Financial  Institutions 
Supervision,  Regulation  and  Insurance  of  the  Committee  on  Banking  Finance  and 
Urban  Affairs,  United  States  House  of  Representatives,  April  4,  1984,  pp.  2-4; 
Table  2 . 

25.  "The  Use  of  Cash  and  Transaction  Accounts  by  American  Families,"  Federal 
Reserve  Bulletin,  Feb.  1986,  p.  89-90. 

26.  "Recommendations  for  Exception  Item  Reduction,"  Bank  Administration 
Institute,  1975,  p.  63. 

27.  "The  Impact  of  Exception  Items  on  the  Check  Collection  System,"  Bank 
Administration  Institute,  1974,  p.  28. 

28.  Phillips,  Table  3,  following  p.  8. 

29.  F.  Leary,  Check  Handling  Under  Article  Four  of  the  Uniform  Commercial 
Code,  49  Marquette  Law  Review  331,  333,  fn.  7  (1965). 

30.  "The  Impact  of  Exception  Items  on  the  Check  Collection  System,"  Bank 
Administration  Institute,  1974,  pp.  6,  23. 

31.  Statement  by  Preston  Martin,  Vice  Chairman,  Board  of  Governors  of  the 
Federal  Reserve  System  before  the  Subcommittee  on  Financial  Institutions 
Supervision,  Regulation  and  Insurance  of  the  Committee  on  Banking  Finance  and 
Urban  Affairs,  United  States  House  of  Representatives,  April  4,  1984,  pp.  2-4; 
Tables  2  &  3 . 

32.  A  1991  study  of  the  California  retail  grocery  industry  conducted  by  the 
California  Grocers  Association  showed  that  38%  of  sales  were  paid  by  check, 
495  million  checks  in  all.   The  average  check  was  made  out  for  $48. 

This  study  showed  that  the  California  grocery  industry  sustains  gross 

24 


184 


losses  of  $103.5  million  from  NSF  checks.   About  13.5  million  checks  were 
returned  unpaid  after  the  first  presentment,  2.7%  of  all  checks,  totalling 
$49.4  million.   Grocers  incurred  $39.3  million  in  bank  fees,  but  only  $14.8 
million  in  direct  collection  efforts  because  most  medium  to  large  grocers 
gave  up  directly  trying  to  collect  on  bounced  checks  and,  instead,  contract 
_with  third  party  collection  agencies  to  pursue  checks  that  shoppers  do  not 
voluntarily  make  good.   If  the  collection  agency  succeeds  in  collecting  on  the 
check,  it  pays  the  grocer  the  face  amount  and  it  keeps  the  collection  fees  it 
obtained.   The  grocer  does  not  recoup  the  DIR  fee  from  the  collection  agency 
in  those  instances  the  grocer  recoups  the  face  amount  of  the  check. 

The  study  also  showed  that  the  grocery  industry  directly  recouped  $7.9 
million  of  the  initial  losses  from  NSF  checks,  and  indirectly  (through 
collection  agencies)  recouped  an  additional  $8.2  million  of  the  losses.   Thus, 
the  California  retail  grocery  industry's  net  loss  for  1991  from  NSF  checks  was 
$87 .4  million. 

33.  "The  Check  Collection  System,  a  Quantitative  Description,"  Bank 
Administration  Institute,  1970,  p.  10,  Figures  3  and  4. 

34.  To  reject  checks  drawn  on  a  bank's  own  accounts  and  deposited  in 
different  banks,  and  presented  to  the  payor  bank,  the  payor  bank  must  send 
proper  and  timely  notice  of  dishonor  and  return  the  checks  to  the  other  banks 
in  which  the  checks  were  deposited.   (Uniform  Com.  Code  §  4301,  subd.  (4) (a).) 
These  are  sometimes  referred  to  as  "transit  go-backs." 

To  reject  checks  drawn  on  a  different  bank's  accounts  and  deposited  in 
the  customer's  bank  but  returned  unpaid,  the  bank  of  deposit  must  return  such 
checks  in  a  reasonable  time  to  its  depositors.   (Uniform  Com.  Code  §  4212.) 
These  are  sometimes  referred  to  as  "transit  come-backs." 

35.  "Banking  Markets  and  the  Use  of  Financial  Services  by  Households," 
Federal  Reserve  Bulletin,  March  1992,  p.  173. 

36.  Statistics  on  Payment  Systems  in  Eleven  Developed  Countries,  Bank  for 
International  Settlements,  figures  for  1990,  Prepared  by  the  Committee  on 
Payment  and  Settlement  Systems  of  the  central  banks  of  the  Group  of  Ten 
countries,  p.  45,  Table  A. 2. 

37.  "Service  Charges  as  a  Source  of  Bank  Income  and  Their  Impact  on 
Consumers,"  Federal  Reserve  Board  Staff  Study  No.  145,  August  1985,  p.  14; 
Id. ■  Appendix.  E,  pp.  28-29;  "Banking  Markets  and  the  Use  of  Financial 
Services  by  Households,"  Federal  Reserve  Bulletin,  March  1992,  p.  177. 

38.  "Banking  Markets  and  the  Use  of  Financial  Services  by  Households," 
Federal  Reserve  Bulletin,  March  1992,  p.  177. 

39.  "The  Check  Collection  System,  a  Quantitative  Description,"  Bank 
Administration  Institute,  1970,  p.  3  reported  that  total  annual  check  volume 
grew  from  5.3  billion  checks  in  1945  to  20.2  billion  checks  in  1962.   "The 
Impact  of  Exception  Items  on  the  Check  Collection  System, "  Bank  Administration 
Institute,  1974,  p.  3  reported  that  total  annual  check  volume  in  1973  was  25 
billion.   Since  1973,  the  annual  check  volume  has  grown  to  57  billion  checks 
in  1991.   See  "Statistics  on  Payment  Systems  in  Eleven  Developed  Countries, 
figures  for  1990,"  Bank  for  International  Settlements,  Prepared  by  the 
Committee  on  Payment  and  Settlement  Systems  of  the  central  banks  of  the  Group 
of  Ten  countries,  p.  47. 

40.  Federal  Reserve  Bulletin,  "Profits  and  Balance  Sheet  Developments  at 
U.S.  Commercial  Banks  in  1993,"  Vol.  80,  No.  6,  June  1994,  p.  494. 


25 


185 


41.  Statistics  on  Payment  Systems  in  Eleven  Developed  Countries,  figures  for 

1990,  Prepared  by  the  Committee  on  Payment  and  Settlement  Systems  of  the 
central  banlcs  of  the  Group  of  Ten  countries,  reports  that  the  United  States 
has  the  highest  usage  of  paper  checks  and  lowest  usage  of  Point  Of  Sale  and 
paperless  credit  transfers;  Table  5,  p.  3. 

42.  The  service  fees  reported  by  the  Federal  Reserve  Board,  (Phillips,  table 
4,  following  page  9),  report  only  ATM  fees.   The  greatest  growth  in  fees  for 
electronic  payment  methods  is  occurring  in  fees  to  merchants,  and  fees  to 
customers  using  debit  cards  or  credit  cards  for  Point  Of  Sale  or  Electronic 
Funds  Transfer  services. 

43.  "Recommendations  for  Exception  Item  Reduction,"  Bank  Administration 
Institute,  1975,  pp.  58-60. 

44.  Federal  Register,  Vol  52,  No.  238,  Dec.  11,  1987,  p.  47139. 

45.  Uniform  Connnercial  Code  §  4302. 

46.  12  Code  of  Federal  Regulations  §  229.32(d). 

47.  The  Future  of  Banking.  Yale  University  Press,  Twentieth  Century  Fund, 

1991,  Pierce,  James  L. 


26 


186 


AMERICAN  1  1 20  Connecticut  Avenue,  NW 

BANKERS  WdSlilnglon   DC 

ASSOCIATION  20036 


k 


D^.O 


July  20,  1994 


The  Honorable  Joseph  P.  Kennedy,  II 

Chairman 

Subcommittee  on  Consumer  Credit  and  Insurance 

Committee  on  Banking,  Finance  and  Urban  Affairs 

United  States  House  of  Representatives 

Washington,  D.C.    20515 


Re:   Discussion  of  ATM  Costs  for  Submission  to  the  Record  of  June  22,  1994 


Dear  Mr.  Chairman: 

Thank  you  for  the  opportunity  to  appear  before  your  Subcommittee  on  June  22nd. 
I  hereby  request  that  this  letter  be  made  part  of  the  record  in  order  to  clarify  an  issue 
that  was  raised  in  the  hearing.   Representing  the  American  Bankers  Association  (ABA), 
I  would  like  to  respond  to  questions  from  certain  members  of  the  Subcommittee, 
particularly  Representative  Hinchey,  regarding  the  profitability  of  banks'  automatic  teller 
machines. 

The  use  of  automatic  teller  machines  (ATMs)  is  a  service  that  banks  provide  to 
their  customers  because  the  competitive  environment  in  which  we  operate  demands  it, 
despite  the  fact  that  banks  lose  money  directly  on  /KTM  service.    ATM  service  is  a  "loss 
leader"  --  a  product  or  service  which  costs  suppliers  more  to  offer  than  the  associated 
revenues  collected.    ATM  service,  like  other  loss  leaders,  is  offered  because  it  is  an 
important  factor  in  keeping  our  current  customers  and  in  attracting  new  ones.   The  ATM 
allows  us  to  provide  customer  convenience  in  a  way  that  enhances  access  to  funds, 
complements  traditional  teller  service,  and  effectively  expands  the  reach  of  the  existing 
branch  network. 
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Estimating  Banks'  Loss  on  ATM  Service 

The  Consumer  Federation  of  .America  (CFA)  recently  reported  on  the 
"profitability"  of  banks'  ATM  services.   CFA  used  statistics  from  a  number  of  sources, 
including  the  ABA's  Retail  Banking  Report,  to  develop  their  own  estimates  for  the 
banking  industry's  ATM  costs  and  revenues.   According  to  their  own  calculations, 
providing  ATM  service  costs  banks  $2.90  billion,  and  generates  $2.55  billion  in  revenue. 
In  my  book,  that  means  we  lose  some  $350  million. 

In  order  to  arrive  at  their  conclusion  that  banks  are  making  money  on  ATMs, 
CFA  assumes  that  banks  enjoy  large  cost  savings  through  a  reduction  in  the  number  of 
transactions  conducted  by  tellers.    Mr.  Chairman,  in  my  bank,  we  retain  the  same 
number  of  tellers  we  have  always  had,  and  I  doubt  anyone  in  the  industry  has  achieved 
any  appreciable  cost  savings  by  implementing  automatic  tellers.   ATMs  are  not  a  simple 
substitute  for  tellers,  and  this  assumption  by  CFA  renders  its  entire  analysis  meaningless. 
While  originally  ATMs  may  have  been  seen  as  a  substitute,  they  now  constitute  an 
entirely  new  product  line,  complementary  to  the  teller  window.   Millions  of  additional 
transactions  are  undertaken  at  ATMs  because  of  their  convenient  locations,  the  time  they 
save  and  their  availability  24  hours  a  day,  seven  days  a  week.   For  example,  nationwide 
ATM  networks  are  obviously  not  a  substitute  for  tellers  in  customers'  home  banks. 

CFA's  assumption  raises  "creative  accounting"  to  new  heights  --  it  is  simply 
fallacious  reasoning.   Even  if  substantial  savings  were  realized  by  some  banks,  that  would 
not  make  their  ATM  services  "profitable"  --  it  would  only  mean  that  ATMs  lost  less  money 
than  teller  services  do. 

Let's  look  at  a  few  more  problems  with  CFA's  "facts."  ABA  believes  that  CFA 
underestimates  the  actual  losses  incurred  by  banks  in  providing  ATM  service  for  two 
reasons. 

First,  CFA's  estimate  of  the  revenue  generated  by  ATMs  is  overstated  because  it 
incorrectly  assumes  that  banks  charge  fees  just  as  frequently  for  non-withdrawal 
transactions  as  for  withdrawals  (a  more  costly  service  to  provide).   In  fact,  withdrawals 
result  in  charges  about  37  percent  of  the  time,  while  the  frequency  of  non-withdrawal 
charges  is  only  19  to  29  percent,  depending  upon  the  type  of  transaction.   Correcting  for 
this  mistake  reduces  estimated  revenue  by  about  $200  million.   (See  attached  Table  58 
from  the  Retail  Banking  Report,  1993  edition). 
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Second,  CFA  underestimates  the  cost  of  providing  ATM  services  due  to  the  errant 
omission  of  initial  fixed  costs  of  purchasing  and  installing  ATMs.    CFA  itself  points  out 
that  these  costs  are  equivalent  to  around  12  cents  per  transaction.    Including  these  costs 
would  add  about  $900  million  to  the  cost  of  providing  ATM  services. 

Making  the  $200  million  and  $900  million  adjustments  discussed  above  puts  banks' 
losses  on  ATM  activities  at  about  $1.5  billion  annually.    But  whether  the  net  loss  is 
$350  million  or  the  $1.5  billion  we  estimate,  it  is  clear  that  the  cost  of  providing  ATM 
services  is  well  in  excess  of  the  revenue  generated. 


ATM  Services  Are  Valuable  to  Bank  Customers 

If  banks  lose  hundreds  of  millions  or  even  billions  of  dollars  per  year  offering 
ATM  services,  why  do  they  do  it?   The  answer  is  simple:  ATM  service  helps  keep 
existing  customers  and  attract  new  ones.   To  compete  in  today's  market,  you  simply  must 
provide  convenient  access  to  ser^'ices  --  and  in  many  cases,  that  means  state-of-the-art 
technology,  including  ATMs. 

The  same  question  could  well  be  asked  regarding  banks'  teller  services:  if  it  costs 
banks  billions  of  dollars  per  year  to  offer  teller  service,  why  do  they  do  it?   The  reasons 
are  similar  ~  there  are  many  customers  who  are  most  comfortable  in  a  traditional  branch 
setting.   Furthermore,  for  many  types  of  transactions,  it  is  still  more  cost-effective  for  a 
teller  to  provide  service  than  to  develop  and  install  even  more  complex  and  expensive 
automatic  teller  machinery  than  we  already  have. 

ATM  service  is  a  complement  to  traditional  teller  service,  not  a  substitute  for  it. 
To  serve  all  types  of  consumers  and  to  offer  a  full  range  of  services,  many  banks  feel 
they  need  to  provide  both  ATMs  and  teller  windows  in  spite  of  the  fact  that  both  are  loss 
leaders. 

If  in  some  cases  it  costs  a  fee  to  use  an  ATM,  and  there  are  no  fees  for  using 
tellers,  why  do  customers  use  ATMs?   First  of  all,  it  should  be  noted  that  more  than 
60  percent  of  ATM  transactions  do  not  incur  a  service  charge.    According  to  CFA's 
calculations,  fees  are  charged  for  less  than  39  percent  of  all  ATM  transactions.    Only 
about  10  percent  of  all  "on-us"  transactions  incur  a  customer  charge,  despite  the  reported 
average  operational  cost  to  banks  of  30  cents  per  transaction  to  provide  the  service. 
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Secondly,  over  80  percent  of  the  ATM  transactions  for  which  a  charge  is  imposed 
are  provided  through  "foreign"  machines,  i.e.,  ATMs  owned  by  a  bank  other  than  the 
customer's  bank.   Surely,  it  is  not  inappropriate  for  a  foreign  bank  to  charge  someone 
who  is  not  even  its  customer  for  the  costs  that  the  bank  incurs.    In  these  cases,  the 
customer  is  taking  advantage  of  a  service  that  is  above  and  beyond  the  capabilities  of  the 
traditional  branch  system.   The  customer  may  be  conducting  the  transaction  outside  of 
normal  business  hours,  out  of  town,  or  even  out  of  the  country.   In  such  cases,  most 
customers  are  more  than  willing  to  pay  the  cost  —  in  most  cases  no  more  than  a  doUar  ~ 
for  this  convenience. 

Bank  customers  have  come  to  expect  access  to  their  funds  no  matter  where  they 
are  or  what  time  it  is.    ATMs  offer  a  way  to  meet  these  expectations  at  a  reasonable 
cost.   ATMs  are  not  intended  to  substitute  for  teller  services.   They  offer  access  to  a 
customer's  funds  24  hours  a  day,  365  days  per  year,  in  virtually  every  country  in  the 
world.   It  is  frankly  hard  for  many  bankers  to  understand  why  CFA  is  vilifying  banks  for 
charging  customers  an  average  of  $.33  per  transaction  for  this  type  of  convenience. 

Mr.  Chairman,  thank  you  for  this  opportunity  to  address  the  Subcommittee's 
questions. 


Sincerely, 


Ik. 


U^ 


Jqftnes  M.  Culberson,' 

hairman 
First  National  Bank  and  Trust  Company 


Attachment 


cc:   Honorable  Maurice  D.  Hinchey 


80-542  0-95-7 
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Table  58,  ABA  Retail  Banking  Report,  1993  edition,  page  62 


BANKS  CHARGING  FOR  SELECTED  ATM  TRANSACTIONS 
P«rc«ntag«  o4  Surv«y  Bank*  Charging  p«r  Transaction 

Btnkt  0«tn  MicMnat  09w  Instlulons'  Mic/in*( 

Charging                 C>a>p«4                 Charging  Cfi»rg»4 

OOA  Withdrawals    11.7%            $  0.2S                    82.3%  $1.00 

DOA  deposits 4.7                 0.25                   41.5  1.00 

Savir^s  withdrawals   7.S                  0.35                    80.7  1.00 

Savir>gs  deposits 4.2                  0.25                   42.2  1.00 

Salaries  irvquirias    7.7                 0.25                   S3.6  1.00 

Transfers  botweer^  accourMs    7.8                 0.25                   59.0  1.00 


Table  58,  above,  was  used  by  CFA  to  estimate  revenue  from  ATM  operations. 
Unfortunately,  CFA  assumed  that  because  most  transactions  are  withdrawals,  the  data 
applicable  to  withdrawals  would  suffice  as  a  proxy  for  all  types  of  transactions.   As  the 
table  demonstrates,  however,  this  is  not  the  case.   Fees  are  charged  significantly  more 
often  for  withdrawals  than  for  other  types  of  transactions  because  withdrawals  are  a  more 
costly  service  to  provide.   We  therefore  estimate  CFA's  revenue  figures  to  be  overstated 
by  about  $200  million  per  year. 

Table  59,  below,  was  used  by  CFA  to  estimate  costs  of  ATM  operations.   Unfortunately, 
these  data  are  variable  costs  per  transaction.   They  do  not  include  the  overhead  cost  of 
purchasing  and  installing  ATMs  themselves,  and  so  cannot  represent  total  ATM  cost. 
CFA  itself  states  that  such  up-front  overhead  cost  amounts  to  the  equivalent  of  around 
$.12  per  transaction.   We  therefore  estimate  CFA's  understatement  of  ATM  operation 
cost  to  be  about  $900  million  per  year. 

CFA  also  used  Table  59  to  estimate  "savings"  that  banks  achieved  by  shifting  transactions 
from  tellers  to  ATMs.   Unfortunately,  because  ATMs  complement  teller  service  rather 
than  substitute  for  it,  there  is  absolutely  no  reason  to  believe  that  the  number  of  teller 
transactions  has  been  reduced  by  providing  ATM  service.   While  CFA  reported  data  on 
the  relative  frequency  with  which  customers  use  ATMs  and  tellers,  there  are  no  data 
available  illustrating  a  decline  in  teller  use  by  customers  who  use  ATMs.   As  a  matter  of 
fact,  anecdotal  evidence  as  well  as  data  on  the  number  of  teller  branches  suggest  that 
teller  utilization  is  actually  increasing. 

Table  59,  ABA  Retail  Banking  Report,  1992  edition,  page  52 


COST  TO  BANK  PER  ATM  AND  TELLER  TRANSACTION 


Bank  Ass«ts  in  Million  Dollars 
UnOf  300-  ^,000 

XO  999  ofMort 


Per  tener  transaction  

Par  proprietary  ATM  transaction  .  .  .  . 
P»r  rorv-propnetary  ATM  transaction 


SI  00 

$1.17 

S  1.12 

033 

0.30 

030 

0.«2 

0.57 

0.50 
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Consumer  Federation  of  America 


July  21,  1994 

The  Honorable  Joseph  P.  Kennedy 

Chairman 

Subcommittee  on  Consumer  Credit  and  Insurance 

614  O'Neal  Building 

U.S.  House  of  Representatives 

Washington,  DC   20515 


Dear  Chairman  Kennedy: 

Attached  are  additional  materials  subinmitted  for  the  record  of 
the  June  22,  1994  Subcommittee  hearing  on  bank  fees.  The  submission 
includes  material  I  refered  to  during  the  question  and  answer 
period  of  the  hearing. 


S/nc^rely/ 

ChrXs  Lewis 

Di^^ector  of  Banking  Policy 
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Additional  Material  Submitted  for  the  Record 

Hearing  on  Bank  Fees 

June  22,  1994 

Subcommittee  on  Consumer  Credit  and  Insurance 


I.  EVIDENCE  OF  THE  BANK  FEE  EXPLOSION 

A.        Consumer  Account  Fees 

1.  Adams,  Marilyn,  Fees  Charged  by  Florida  Banks  Among  Highest  in 
U.S..  Study  Finds.  Miami  Herald,  June  9,  1993,  P  1,5. 

2.  Allan,  Paul  and  Corbelli,  Jaqueline.  Study  of  Products  and 
Their  Perceived  Value  Can  Point  Way  to  Acceptable  Price 
Increases.  American  Banker:  16,  June  2,  1994. 

3.  Allan,  Paul  and  Corbelli,  Jaqueline.  Reprice  Products  to 
reflect  Value  and  Risk.  American  Banker:  18-19,  May  19,  1994. 

4.  Bacon,  Kenneth  H.,  Banks '  Services  Grow  Costlier  For  Consumers. 
Wall  Street  Journal,  November  19,  1993,  P  B1-B2. 

5.  Donaldson,  Rob,  Bank  Fees  Rise  18.5%  Since  1990;  Top  Increase 
in  CPI.  St.  Louis  Business  Journal,  July  26,  1993,  3. 

6.  Dunkin,  Amy.  Getting  Soaked  by  Soaring  Bank  Fees'? 
Business  Week:  108-109,  September  20,  1993. 

7.  Fuquay,  Jim,  Bank  Charges  Draw  Fire.  Fort  Worth  Star-Telegram, 
June    14,  1993,  P  1,4. 

8.  Howard,  Maria  Osbom,  Strings  Attached.  Richmond  Times- Dispatch, 
January  10,  1994,  P  El,  E13-E14. 

9.  Litdejohn,  Erica  A.,  Consumer  Bank  Costs  Skyrocketing. 
Palm  Beach  Post,  June  9,  1993,  P  1,9. 

10.  Lunt,  Peggy.  How  Do  You  Raise  Fees  Without  Raising  Anger? 
ABA  Banking  Journal:  36,38,  February,  1994. 

H.       Massey,  Steve,  Bank  on  This:  Rates,  Fees  Go  Up. 

Pittsburgh  Post-Gazette,  January  9,  1994,  P  C7,  C12. 
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12.  Powers,  William  F.,  Fee,  Fie,  Foe,  Fees!  Washington  Post, 

June  9,  1993,  P  3.  21 

13.  Sandoval,  Ricardo,  Banking  on  the  People. 

San  Francisco  Examiner-Chronicle,  June  13,  1993,  P  El,  E7-E8.  22 

14.  Singletary,  Michelle  and  Powers,  William  F.,  The  Bank 

Fees  Squeeze.  Washington  Post,  February  21,  1994,  P  1,  15-16.  25 

15.  Trigaux,  Robert,  Consumer  Groups  Rip  High  Cost  of  Banking. 

St.  Petersburg  Times,  June  9,  1993,  P  IE,  6E.  29 

16.  White,  Phillip  D.  Fee  Income  Issues  in  Community  Banks. 

Bank  Marketing:  60-62,  65,  February,  1994.  31 

17.  Banking  on  Fees.  Business  Week:  72-73,  January  18,  1993.  35 

18.  Making  Banks  Accountable.  Philadelphia  Daily  News, 

June  9,  1993,  P  1F-2F.  37 

19.  Banks  Bounce  Back.  Post  Record  $11.45B  Earning  in  3rd  Quarter. 
Jackson  Clarion-Ledger,  December  16,  1993,  P  4.  38 

20.  Big  Question  in  '94~Fees.  Bank  Rate  Monitor:  1,  3,  January  3,  1994.    39 

21.  Here's  How  to  Hook  Fee  Income.  Savings  Institutions:  24-26, 

January,  1992.  41 


B.         Automatic  Teller  Machine  (ATM)  Fees 

1.  Barthel,  Matt.  ATM  Growth  Puts  a  Lid  on  Branch  Costs. 

American  Banker.  1,3,  December  7,  1992.  44 

2.  Barthel.  Matt.  ATM  Fees  Rise  For  Usage  at  Customer's  Bank. 
American  Banker:  1,  17,  September  17,  1993.  45 

3.  Barthel,  Matt.  ATM  Fees  Still  Rising,  Study  by  ABA  Confirms. 
American  Banker.  1,  December  30,  1992.  48 

4.  Barthel,  Matt.  No-Teller  Transactions  Seen  Hitting  40%  by  Yearend. 
American  Banker  1,3,  January  4,  1993.  49 
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American  Banker.  17,  December  30,  1992.  50 
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14.  Banks  Take  a  Knife  to  Their  ATM  Costs.  Bank  Network  News: 

I,  6-7,  September  27,  1993.  64 
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Fees  charged  by  Florida  banks 
among  highest  in  U.S.,  study  finds 


Byt»Jl^^om8      FRONTPAGE 
Herald  Business  Wrtter 

Florida  has  become  one  of  the 
most  expensive  states  in  the 
country  to  have  a  basic  bank 
account,  a  national  study 
released  Tuesday  has  found. 

Of  23  states  where  300  banks 
were  surveyed,  Florida  ranked  as 
the  most  costly  state  for  bank 
customers  with  regular  checking, 
interest-bearing  checking  and 
savings  accounts.  Only  the  Dis- 
trict of  Columbia  was  found  to  be 
a  more  expensive  market. 

The  study  found  bank  account 
charges  have  risen  far  faster  than 
other  consumer  prices  or  banks' 


own  costs  of  providing  account 
services. 

"This  is  outright  price  gouging 
by  the  banking  industry,"  said 
Chris  Lewis,  bank  pobcy  director 
at  the  Consumer  Federation  of 
AmericaTthe  nation's  largest  con- 
sumer  group. 

The  findings  by  the  federation 
and  U.S.  Public  Interest 
Research  Group  come  on  the 
heels  of  the  banking  industry's 
most  profitable  year  ever. 

But  bank  officials  said  they 
have  raised  account  fees  as 
income  from  traditional  sources, 
like  credit  cards  and  loans,  has 
dropped.  


TUe  Florida  Bankers  .Associa- 
tion said  banks'  losses  on  bad 
loans,  bankruptcies  and  lender 
liability  lawsuits  have  hit  Florida 
banks  harder  than  others. 

"Those  losses  have  to  be  fac- 
tored into  pricing,"  said  John 
Milstead,  the  FBA's  executive 
vice  president. 

The  study  found  that  since 
1990: 

■  The  average  cost  of  an  inter- 
est-bearing NOW  account 
jumped  22  percent,  to  $197  a 
year  nationwide.  Monthly 
account  fees  for  balances  beneath 

m,    PLEASE  SEE  BANK  CHARGES,  5A 
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Technology /Operations 


Thursday.  J  unr  2.  1994 


Study  of  Products  and  Their  Perceived  Value 
Can  Point  Way  to  Acceptable  Price  Increases 


By  PAUL  ALLEN 
aod  JACQUEUN  E  CORBEUJ 

S«w«d  ol  Thrw  Piro 

A  necessary  stmrting  point  for 
setting  beyond  the  pnang  mis- 
tmkes  of  the  ptut  is  to  unbuodk 
the  full  range  of  products  and 
services  offered  by  each  busoess 
into  their  compo- 
nent parts. 

Automated  teller 
macbine  services. 
for  example,  might 
be  broken  down 
into  witbdrawils. 
deposits,  balance 
and  account  inqui- 
ries, fund  transfers/payments, 
and  "ofT-us"  trmnsKtions  that 
generate  surcharges. 

Then,  ihc  revenues  associated 
with  eacb  business  area's  prod- 
uct or  subproduct  components 
can  be  determined,  establishing 
a  staning  pomt  for  evaluating 
repnang  potcniiaL 

Bankers  often  do  not  price 
producu  at  the  subproduct  lev- 
el. Even  when  ihey  do.  there  is 
usually  little  data  available  for 
quantifying  the  associated  total 
revenues  of  each. 

Therefore,  total  revenues  for  a 
produa  are  disaggregated  to 
each  subproduct  based  on  trans- 
action volumes,  allowing  the 
bank  to  observe  the  overall  de- 
mand for  products  and  services 
at  the  component  level  and  to 
examine  the  "reasonableness" 
of  current  priang. 

The  bank's  direct  cost  of  offer- 
ing subproducts  establishes  the 
absolute  minimum  pnce  it  can 
charge  without  losing  money. 
Since  many  banks  have  no  true 
under^Unding  of  their  costs. 
however,  scores  of  products  and 
services  are  offered  at  low  pnces. 
below  what  is  needed  Lo,.fpver 
variable  costs,  lei  alone  contrib- 
ute to  fixed  costs. 
The  following  analyses  aie  de- 


TTie  potential 


for  repricing 


Mr.  AJkn  a  chumui)  or  Asiaa  Umii- 
ed  Pinnerv  i  New  Yort-taied  bank  la- 
vcumeni  ind  reerrgineenfts  ftnn.  and  a» 
tbor  o(  the  rvcenily  iniMtshed  book 
~Ran|inccnn|  ihc  Bank:  A  Bluepnoi 
for  Sunnvil  ud  Succaa"  (Probin  Pub- 
bshioo.  Ml.  CorbcUJ  u  maaaguc  dirao- 
urofAtUB. 


specific  products, 

terviceft,and 

transactions  can  be 

Identified. 


signed  to  enable  the  bank  to  ap- 
proach repncing  armed  with  the 
cost  information  necessar>  ^^ 
evaluaung  options: 

•  Prodmet  mart  flam.  To  iden- 
tify all  of  the  costs  agocialed 
with  the  delivery  of  specific 
products  and  services,  a  work- 
flow Chan  thai  details  the  major 
tasks  involved  with  eadi  prooen 
IS  prepared. 

Just  as  unbundling  allows 
banks  to  view  producu  and  ser- 
vices in  terms  of  their  compo- 
nent parts,  the  work-flow  chart 
illustrates  the  various  activities 
associated  with  pnnriding  each 
subproduct. 

•  Vrnis  cotf  amd  tka  cost/^rie* 
eompmrium.  This  involves  de- 
riving the  total  cost  associated 
with  the  subproduct's  activiiies, 
then  comparing  the  unit  cost  of 
the  produa  as  a  whole  to  the 
price  per  umt  currently  charged. 

Using  ATM  services  as  an  ex- 
ample, one  bank  found  that  the 
total  controllable  annual  cost  of 
the  processing  component  was 
$19  millioiL  With  five  million 
transactions  per  year,  this  trans- 
lated into  a  processing  cost  per 
umi  of  57  cents. 

When  the  costs  of  other  com- 
ponents were  added  to  process- 
ing, the  cost  per  transaction 
equaled  SI. 40.  A  comparison  of 
this  uiut  cost  with  thexUrrent 
price  per  unit  of  23  cents  on  a 
bundled  basis  helped  set  future 
ATM  fees  ai  the  subprodua 
level 

•  CiutomtT  nimtumtiip  amai- 
ysis.  Tills  reqtures  the  identifica- 
tion of  those  customen  who 
contribute  the  most  to  cost  and 
profit,  first  by  estimating  the 
revenues  assodaied  with  specif- 


ic customer  segmenu  and  then 
by  comparing  those  revenues 
with  the  assocuted  transacuoo 
volumes  and  cosu  they  generate 
by  subproduct 

The  goal  is  to  detect  any  im- 
balance between  the  levd  of  tai- 
lored services  provided  to  spe- 
afic  customer  groups  and  the 
revenues  obtained  from  them. 

Analyzing  the  economies  of 
its  corporate  trust  employee 
benefit  plan  customers,  one 
bank  discovered  that  less  than 
8%  of  customers,  represcnung 
over  77%  of  total  isseu  for  the 
product,  produced  43%  of  total 
revenues  and  just  8%  of  the 
costs. 

At  the  same  time,  7l%ofcu»- 
lomcTT,  holding  7%  of  total  as- 
sets, produced  only  27%  of  total 
revenues  and  S0%  of  costs. 

PercclTcd  Valae 
Understanding  the  "perceived 
customer  value"  of  product 
components  is  the  cruaal  link 
between  cost,  current  revenues, 
and  repricing  potential. 

Scores  Of 

products  and 
services  are 
priced  too  low 

to  cover 
variable  costs. 

To  achieve  a  broader  under- 
standing of  perceived  value,  it  is 
necessary  to  measure  bow  much 
importance  customers  attach  to 
each  of  a  product's  main  attri- 
butes, compajT  the  bank's  abili- 
ty to  meet  the  needs  of  its  cus- 
tomers with  that  of  its  main 
competitors,  and  examine  the 
relauonship  between  price  and 
value  for  each  product 

This  analysis  provides  a  foun- 
dation for  assessing  the  "pnce 
bond  positioning"  of  the  bank's 
producu  and  services  (that  is, 
the  bank's  prices  relative  to 
competitors  for  the  respective 
v^ue  they  provide),  and  allows 
the  ideatificaiion  of  situations 


Look  for 


Imbalances 


between  the  level  of 
services  provided 
and  the  revenues 


generated. 


where  the  value  of  specific  prod- 
ucu exceeds  the  price  charfe. 

The  following  steps  are  taken 
to  achieve  this  objective: 

•  Idtmliffimg  amd  raaklmg 
fwdmet  attrikmta.  From  a  cus- 
tomer's perspective,  attributes 
are  defined  as  the  specific  needs 
fulfilled  by  each  product  Once 
the  attributes  ofa  product  or  ser- 
vice have  been  identified,  the 
next  step  is  to  rank  each  attri- 
bute 10  terras  of  iu  relative  im- 
portance to  the  bank's  cus- 
tomers. 

To  provide  a  basis  for  com- 
parison, the  same  ranking  is  car- 
ried out  for  each  of  the  bank's 
main  competitors  using  avail- 
able market  and  product  infor- 
mauon. 

•  DeterminiHg  tmrptms  rabu 
pottMtioL  The  bank  a  now  pre- 
pared to  compare  iu  abihty  to 
meet  customer  needs  with  iu 
competitors'  ability  to  do  so. 
and  thereby  to  examine  the  rela- 
tionship between  the  value  that 
customers  attach  to  producu 
and  the  prices  that  are  currently 
charged 

Thus,  the  potential  for  repric- 
ing specific  products,  services, 
and  transactions  can  be  iden- 
tified. 

For  example,  one  bank  dis- 
covered that  it  was  ofTeriog  an 
esute  planning  product  at  a  sub- 
suniially  lower  price  than  iu 
key  competitors.  Raising  prices 
to  realign  charges  for  iu  prod- 
uct's relative  value  increased 
revenues  by  more  Ibao 
$700,000. 

The  last  step  in  prepariirg  for 
the  evaluation  of  repricing  op- 
tions is  to  review  the  bank's  rela- 
tive market  share  over  time,  ver- 


sus historical  pnce  changes  and 
competitor  responacs. 

Bankers  are  often  concerned 
that  a  variety  of  prKe  increases 
will  have  a  severe  impact  on 
their  current  account  balaitce 
and  transaction  levels. 

To  allay  this  fear  and  help  es- 
tablish the  available  latitude  for 
price  increases,  customer  price 
sensitivity  is  analvzed  Data  are 
gathered  showing  the  precise 
amount  of  each  price  change  by 
produa  in  the  past,  competitor 
responses,  and  the  resulung  im- 
pact on  the  number  ofaccounu 
and  net  revenues. 

Hlatortcal  Pattern  EBergca 

This  establishes  any  historicai 
patterns  of  runoff  arid,  in  most 
cases,  illustrates  the  rariiy  with 
which  histoncal  price  changes 
have  alTected  revenues  -  typicaJ- 
ly  less  than  1%  for  prke  in- 
creases of  even  20% 

Thus,  revenue  contribution 
analysis  at  the  subpnxluci  level 
creates  the  context  for  examin- 
ing the  reasonableness  of  current 
pricing;  a  careful  review  of  prod- 
ucu and  services  based  on  per- 
ceived customer  value  and  sur- 
plus value  potential  seu  the 
stage  for  generating  repncing  op- 
portunities; and  market  analysis  • 
provides  the  competitive  pa- 
rameten  within  which  repricing 
can  occur. 

The  preparatory  steps  de- 
scribed above  involve  painstak- 
ing, detailed  analyses  of  the 
bank's  current  patterns  of 
priang. 

Laying  a  Foandatioa 
Understanding  current  pric- 
ing, however,  simply  forms  the 
backdrop  for  the  generaiion  of 
repricing  options  that  specifical- 
ly link  price  to  value  and  (ocu^ 
expliatly  on  customer  price 
elastic)  ly  at  the  transactional 
level. 

Such  analyses  need  discipline 
and  structure  if  they  are  to  be 
carried  out  effectively,  but  they 
are  an  indispensable  foundation 
for  the  comprehensive  and  cre- 
ative approach  to  bank  transac- 
tion pricing  thai  will  be  dis- 
cussed in  the  final  artide  of  this 
series.  O 
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BANKING 


Banks'  Services 
Grow  Costlier 
For  Consumers 


By  Kenneth  H.  Bacon 

Siq// Reporter  o/TiiF  Wall  Street  Jocrnal 

WASHINGTON  -  Fees  for  personal  fi- 
nancial services  have  been  rising  almost 
as  fast  as  the  cost  of  medical  care. 

Since  1990,  the  cost  of  checking  ac- 
counts, other  bank  services,  tax-return 
preparation  and  personal  accounting  has 
climbed  ISTc  compared  with  a  219c  in- 
crease m  the  price  of  medical  care, 
according  to  the  consumer  price  index. 
While  "creative  bankers  are  paying  you 
less  and  less  on  your  savings,  they're  also 
inventing  new  ways  to  tack  on  fees  and 
charges."  complains  Robert  Heady,  pub- 
lisher of  the  Bank  Rate  iMonitor  in  North 
Palm  Beach.  Fla. 

Often,  consumers  feel  helpless  to  do 
anything  but  pay  the  fees.  Fee  increases 
have  "reached  the  point  where  consumers 
are  sullen  but  not  rebellious."  says  Ed- 
ward Furash.  who  heads  the  Washington 
bank  consulting  firm,  Furash  &  Co. 

But  sometimes,  customers  seeking 
money  orders,  traveler's  checks  or  foreign 
currency  can  profit  from  a  little  shopping 
around. 

For  example,  some  NationsBank  offices 
charge  So  for  a  money  order,  but  any  post 
office  will  sell  a  money  order  for  75  cents. 
Western  Union  offices  also  sell  money 
orders  for  75  cents,  and  many  7-Eleven 
stores  sell  them  for  SI. 09. 

Bank  of  America  charges  its  cus- 
tomers S20  to  get  a  check  drawn  in  a 
foreign  currency,  and  the  fee  is  S35  for 
people  without  accounts  at  the  BankAmer- 
ica  Corp.  unit.  Meanwhile.  Thomas  Cook 
Inc..  the  international  travel  and  financial 
firm,  generally  charges  S7  for  the  same 
service.  Citibank  units  charge  S15  to  cash  a 
check  written  in  a  foreign  currency; 
Ruesch  International  Inc.,  a  foreign-ex- 
change service  with  offices  in  major  cities, 
charges  S2.  and  Thomas  Cook  charges  S3. 

While  some  banks  charge  a  fee  of 
1.0%  for  traveler's  checks.  .American  Ex- 
press Co.  and  Thomas  Cook  charge  1%. 


Although  it  clearly  pays  to  shop  around 
for  cash-transfer  and  foreign-currency 
services  that  fall  outside  normal  checking- 
account  activity,  few  customers  do.  Janice 
Smith,  an  accounting  professor  at  Blooms- 
burg  University  in  Bloomsburg.  Pa.,  con- 
tends that's  because  of  inertia.  "It's  sur- 
prising how  many  people  consider  the  fees 
a  given"  and  don't  look  for  alternatives, 
she  says. 

There  are  three  types  of  instruments 
used  to  guarantee  payment:  money  or- 
ders, cashier's  check  and  certified  checks. 
Last  year.  26%  of  the  banks  sun'eyed  by 
Sheshunoff  Information  Ser\'ices  inc.  in 
Austin,  Texas,  boosted  fees  for  money 
orders,  and  SSTc  of  those  banks  saw  no 
change  in  money-order  volume.  The 
average  fee  for  a  money  order  is  Si. 75.  and 
individual  banks  charge  anN'where  from 
SIO  to  no  fee  at  all.  Sheshunoff  reports. 

Fees  for  cashier's  checks,  which  banks 
issue  against  their  own  accounts,  range 
from  SIO  to  no  charge,  with  a  nationwide 
average  of  S2.69.  Last  year.  38'7r  of  the 
banks  raised  charges  for  cashier's  checks, 
and  SBTt  reported  no  change  in  volume. 
Certified  checks,  which  have  the  bank's 
certification  that  it  has  earmarked  money 
in  the  depositor's  account  for  payment, 
cost  between  S25  and  no  charge,  with 
an  average  fee  of  So. 70.  according  to 
Sheshunoff.  Nearly  20'~(  of  the  banks  sur- 
veyed boosted  fees  for  certified  checks  last 
year:  939^  reported  no  change  in  volume. 

Banks  generally  say  they  set  fees 
high  enough  to  cover  the  costs  of  relatively 
infrequent  and  labor-intensive  special 
services,  and  some  may  be  deliberately 
setting  fees  so  high  customers  will  be 


Higher  Fees  to  Pay 
For  Banks'  Services 


Continued  From  Page  Bl 
discouraged  from  coming.  "In  the  case  of 
money  orders,  we  decided  years  ago  that 
we're  not  in  the  money-order  business." 
says  Susan  Weeks  of  Citicorp.  "We'll  do  it, 
but  it's  not  our  core  business."  Citibank 
branches  in  New  York  charge  S5  for  money 
orders.  The  Federal  Reserve  Bank  of  New 
York  reports  that  it  costs  the  average  bank 
with  more  than  $200  million  in  assets  about 
80  cents  to  write  a  money  order. 

Last  year,  the  Postal  Service  took  in 
$191.3  million  from  the  sale  of  255  million 
domestic  money  orders,  but  the  75  cent  fee 
just  covers  the  cost  of  providing  the  serv- 
ice. Most  bank  depositors  make  pay- 
ments by  check,  unless  they  are  deal- 
ing with  trucking  companies  or  other  busi- 
nesses that  haven't  yet  joined  the  nrodern 
check  and  credit-card  world. 

Some  banks  admit  that  they  can't  com- 
pete with  lower  prices  offered  by  more 
specialized  services.  The  Victoria  Bank  & 
Trust  Co.  in  Victoria.  Texas,  charges  $11  to 
buy  and  $15  to  sell  foreign  currency.  Linda 
Anderson,  a  bank  officer,  says:  "Usually 
the  tellers  will  tell  customers  that  they 
could  do  it  cheaper  at  a  major  airport." 
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ersonai  uusiness 


eOlTH)  BY  AMY  DUNION 


Banking 


GETTING  SOAKED 

BY  SOARING  BAMK  FEES? 


ot  so  \oBK  ago,  banks 
gave  away  color  TVs 
to  entice  depualors  to 
open  accounts.  Now,  you  prac- 
tically have  to  oiier  tJb«  banic 
an    incentive   to   take   your 
money.  Despite  record  earn- 
ings, banks  keep  cranldng  up 
fees  on  accounts  and  depositor 
services.  In  addition  to  the 
old  standbys,  such  a^  increas- 
ing charges  for  money  orders 
or  requiring  higher  min- 
imums     for     no-fee 
checking,  some  in-    . 
stitutiorei  have  de-  f 
vised  creative   ^^-^ 
new  ways  to  Z^' 
build  fee  in-  » 
come — from  charging  cumm- 
ers for  talking  to  a  live  repre- 
sentative to  passing  on  part; 
of  the  cost  of  protection  pro- . 
vidal  by  the  Federal  Deposit  ». 
Insurtmcc  Corp.  (fdic).  i^i 

Bank  fees  have  been  mov- 
ing up  sharply  for  the  past 
tew  years.  The  cost  of  an  av- 
erage account  rose  from 
J155.30  in  1990  to  $184.16  in 
1993,  according  to  a  study  is- 
sued this  summer  by  the  Con- 
sumer Federation  of  America 
and  the  U.S.  Public  Interest 
Research  Group  (uspirc).  The 
18.5%  increase  was  nearly 
twice  the  rata  of  inflation. 
WIDI  tANOL  Banks  raised 
fees  even  though  their  proSts  I 
soared  79%,  to  «32.2  billion, 
in  1992  over  1991.  Meanwhile,  ;^:^ 
the  average  annual  interest 
they  paid  on  accounts  fell 
63%.  to  less  than  3%.  Accord- 
inc  to  the  study,  California. 
District  of  Columbia.  Florida. 
New  York,  and  Texas  have 
the  highest  fees.  States  with 
the  lowest  inchide  North  Car- 
olina, Oregon,  Vermont,  Vir- 
ginia, and  Washington. 

At  the  high  end  is  127.50 
for  a  bounced  chuck  or  stop 
payment— almost  JIO  above 
the  national  average— at  First 
Union  National  Bank  of  Florv 


V^ 


da  and  Bamea  Bank  of  Talla- 
hassee. Fleet  Bank  in  New 
England  and  Harnett  Bank 
charge  S3  and  S5.  respective- 
ly, to  transfer  funds  automat- 
ically from  your  savings  ac- 
count to  cover  a  checking 
ovenirafL  Most  bulks  now 
Toutinely  assess  customers  for 


using  "foreign"  autctnated  tell- 
er machines  (those  not  owned 
by  the  bonk).  They  take  in 
about  SI  per  transaction,  but 
San  Francisco's  Wells  Faz^so 
charges  up  to  S3,  depending 


wa  «usl^tfss  »<tEK/sm»*»n  jq  1993 


on  how  much  you  withdraw. 
Then,  there  are  inventive 
now  levies:  You  have  to  pay 
S2  for  calling  a  human  at 
First  Chioigu  if  your  queutioo 
or  transaction  could  have 
been  handled  by  its  Bank- By- 
Phone  service  instead.  At  San 
Francisco-based  Wells  Fargo, 
the  first  three  calls  in  a  state- 
ment period  to  the  24-bour 
customer-service  line  ar«  free; 
that,  each  inquiry  put 
to  an  agent  costs 
SLSO:  to  a  machine, 
50*.  "Employing  a 
human  being 
costs  more 
than  using 
some  automated  equipment,* 
explains  Wells  Fargo  spokes- 
person LrOma  Dubet.  "Our 
pricing  decisions  reflect  the 
value  the  customer  receives 
from  the  service." 
'MOBi  HONIST-T  And  some 
banks— primarily  in  the 
Southeast— are  making  cus- 
tomers help  umlerwrite  the 
cost  of  roic  insurance,  hirst 
Tennessee  in  Memphis  and 
Am  South  in  Birmingham, 
Ala.,  charge  lit  a  year  per 
every  SKX)  to  go  toward  rt)lC 
insurance  So  a  SLOOO  deposit 
would  cost  10*  a  month: 
S  100,000  would  cost  about  S9 
a  month.  "To  us,  this  was 
more  honest  and  up-front 
than  raising  monthly  service 
fees."  says  Anna  Grehan. 
First  Tennesiwe's  marketing 
vice-president.  The  custom- 
er only  has  to  pay  his  share." 
More  depositors  are  also 
shelling  out  for  the  privilege 
of  getting  canceled  checks  re- 
turned with  their  bank  state- 
ments (about  «2).  ckMing  an 
account  within  a  certain  peri- 
od of  time  (S10-S25),  or  let- 
ting  an  account  lie  dormant 
(up  Ui  S12.50  a  month).  And 
many  banks  won't  pay  un- 
creditfid  interest  if  you  dedde 
to  close  your  account  in  the 
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middle  o(  on  interest  cycle. 

The  best  antidote  to  most 
of  these  fees  is  to  keep  a  niin- 
imum  balance— usuiilly  tl,SOO 
to  S5.000— on  deposit.  II  you 
can't  aiford  to  leave  that 
much  on  hold,  you're  out  of 
luck.  "Pee-s  are  waived  for 
Mrs.  Gotrock-i,  while  the  less 
affluent  person  gets  hit,*  says 
Robert  Heady,  publisher  of 
The  Bank  Rule  Monitor. 

Consumer  advouitas  are 
pushing  legislation  to  control 
bank  fees.  Some  states,  such 
as  New  Jersey,  already  re- 
quire hanks  to  offer  at  least 
one  kind  of  account  with  basic 
services  at  cost.  MeanwhQe, 
you  might  want  to  pore  over 
your  bank  statement— and  pay 
attention  to  the  '^tuifers'  that 
come  with  it— to  assess  how 
much  you're  paying. 
ilNl  Motc.  Thanks  to  the  re- 
cently enacted  truthnn-savings 
law,  banks  must  disclose  all 
fees  on  accounts  and  caknilate 
interest  in  a  standardized  way 


so  it's  comparable  from  one 
institution  to  another.  Ask 
prospective  bonks  for  foe  in- 
formation in  writing  so  you 
can  compare  accuunt«.  'Vnce 
the  consumers  get  the  disclo- 
sure statement,  it's  important 
to  raise  questions  about  any- 
thing you  don't  understand," 
says  Gail  Lieberman,  editor 
of  The  Bank  RaU  Monitor. 
"Ask  what  they  mean  by 
'transaction.'  Does  it  include 
checks,  ATUs,  and  d^tosits?" 

If  you  want  to  switch 
banks,  "look  for  totally  free 
checking,"  says  Ed  Mierzwin- 
ski,  director  of  usPtRO.  "One 
out  of  20  bonks  offers  it— gen- 
erally the  smaller  banks  in 
the  lunallur  markets.*  Credit 
unions  often  offer  better  deals 
as  well  Many  don't  have  min- 
imum-balance requirements, 
yet  pay  higher  interest  on 
savings  and  throw  in  such 
services  as  traveler's  checks 
and  foreign  atu  use  for  free. 

The  two  most  important 
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things  to  look  for  in  an  ac- 
count are  a  high  annual  per- 
oentage  yield  and  a  low  mini- 
mum balance  to  avoid  fees, 
says  Kent  Brunette,  co-author 
of  Money  in  the  Bank:  Haw  In 
Get  the  Most  Out  of  Your 
Banking  Dollar  (J9.95.  Put- 
nam). The  best  interest  rates 
are  compounded  continuously 
or  daily.  Avoid  quarterly  com- 
pounding, the  book  explains: 
It  pays  0.4%  less  than  contin- 
uous or  daily. 

Relationship,  or  linked,  ac- 
counts can  ensure  that  you 
don't  sink  below  the  mini- 
mum. But  beware:  II  part  of 


an  individual  retirement  ac- 
count is  invested  in  securities, 
which  are  not  fdic  insured, 
thai  part  may  not  be  counted 
toward  your  minimum  bal- 
ance. Also,  be  sure  to  get 
overdraft  protection.  Most 
banks  offer  credit  lines  to  cov- 
er the  occa.<uonal  bounced 
check.  Interest  is  around  18%, 
but  it's  bound  to  be  cheaper 
than  coughing  up  tZ7  a  check. 
ruur  H  WRTia.  Interest-bear- 
ing checking  accounts  usual- 
ly have  higher  minimums 
than  regular  checking— and 
higher  fees  if  you  don't  make 
the  bokmcc.  But  if  you  want  a 
regular  checking  account  in- 
stead, the  onea  with  a  flat 
rata  and  no  pers:heck  charges 
are  usually  cheapest. 

It  may  well  take  more 
work  on  your  part,  but  it 
pays  to  be  vigilant  about 
these  sneaky  little  fees.  Af- 
ter all,  you  don't  want  your 
bank  to  nickel  and  dime  away 
your  savings.  Pam  Black 


The  prospect  of  owning 
your  home  outright  in  IS 
years,  instead  of  30,  is  an  al- 
luring one.  And  with  the 
kids'  college  tuition  costs  or 
your  retirement  looming  just 
over  the  horizon,  saving 
more  by  paying  down  your 
mortgage  faster  seems  like 
an  even  better  idea.  That's 
why  a  third  of  the  holders  of 
30-year  mortgages  are  choos- 
ing 15-year  loons  when  they 
refinance- 
But  if  you  are  going  to  use 
a  15-year  mortgage  as  a  sav- 
ings  vehicle,  you  should  ask 
yourself:  Is  this  really  the 
best  use  of  my  money? 
For  most  people,  the 
added  payments  on 
a  16-year  mortgage 
are  not  small.  On  a 
»300,000  loan  at  6.5%, 
the  aiter-tax  outlay  in 
the  first  year  is  about 
17,500  more  than  on  a 
30-year  note  at  7%,  as- 
suming a  40%  marginal 
tax  rate.  This  differ- 
ence rises  to  about 
» 10,000  by  year  10. 
Loaoo  IN.  The  higher 
monthly  outlays  of  a  IS- 
year  mortgage  com- 
pared with  a  30-year 
can  be  thought  of  as  an 
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Smart  Money 

DONT  JUMP  TOO  FAST 

FOR  THAT  15-YEAR  MORTGAGE 


investment.  Bigger  payments 
reduce  the  outstanding  loan 
balance,  and  hence  cut  your 
interest  costs.  If  the  15-year 
loan  requires  you  to  lay  out 
*7,500  more  In  the  first  year 
than  the  30-year  mortgage, 
that's  money  on  which  you 
don't  have  to  pay  6.5%  mort- 
gage interest.  It's  as  if  you 


IS  A  16-YEAR  MORTGAGE 
A  GOOD  INVESTMENT? 
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took  that  r7,5O0  and  put  it 
in  a  savings  account  earning 
6.5%  interest  That's  certain- 
ly an  attractive  deal  in  to- 
day's markets,  where  a  five- 
year  certificate  uf  deposit 
yields  al  the  most  just  5%. 

But  there  are  some  real 
disadvantages  to  investing 
your  hard-earned  money  in 
a  shorter-term  mort- 
gage. For  one,  unlike 
mutual  funds  or  most 
other  investments, 
you  re  locked  into  mak- 
ing payments  no  mat- 
ter what  happens. 
"You're  reducing  your 
financial  flexibility,* 
says  Mark  Zondi,  a 
housing  economist  at 
Regional  Financial  As- 
sociates in  West  Ches- 
ter, Pa.  "You  need  to 
make  sure  you  have  a 
sufficient  cushion  of 
savings  In  cose  you  or 
your  spouse  becomes 
unemployed." 


Moreover,  a  guaranteed 
6.5%  return  may  seem  inade- 
quate in  a  few  years.  If  inta- 
est  rates  rise,  you  may  wish 
you  hud  more  money,  avail- 
able to  invest  in  a  high-pay- 
ing CD  or  money-market 
fund. 

Oivutcirr.  If  you  want  to 
boost  your  savings  rate,  ono 
alternative  is  to  take  out  a 
30-year  mortgage  instead  of  a 
15-year  kiao  and  invest  the 
difference  in  payments  in  mu- 
tual funds  or  other  financial 
assets.  This  strategy,  while 
riskier,  may  have  a  higher 
payoff:  The  historic  return 
on  stocks,  for  example,  is 
about  10%.  And  this  sort  of 
diversificatkia  makes  a  k>t  of 
sense  if  you  have  most  of 
your  assets  in  real  estate,  as 
many  people  do. 

After  all  that,  if  the  6.5% 
return  on  paying  off  your 
debt  faster  still  looks  attrac- 
tive, you  can  send  in  bigger- 
thao-aecessary  payments  on 
your  30-year  mortgage.  TVat 
has  much  the  same  results 
as  taking  out  a  shorter-term 
mortgage,  while  still  preserv- 
ing flexibility.  At  a  time 
when  no  one  knows  where 
the  economy  is  going,  that's 
a  real  plus.  Mike  Mandel 
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Comparison  shopping 


Here  are  selected  checking  service  fees  for  larger  Tarranl  County  Ijanks.  The  'lowest-cost" 
plan  is  for  an  account  that  allows  a  limited  number  ol  checks  to  ba  written  each  month,  after 
which  each  check  Incurs  an  additional  charge.  Shown  under  that  heading  Is  the  monthly  fee/ 
number  of  withdrawals  and  checks  atkiwed/cost  per  each  additional  withdrawal  and  c^tedc. 

The  "fun-service"  plan  Is  for  an  interest-paying  (NOW  or  money-market  checking) 
account  on  which  an  unlimited  number  of  checks  may  be  written.  Shown  under  that  heading  is 
the  monthly  service  fee/minimum  balance  required  for  free  checking.  The  automated  teller 
machine  (ATM)  fee  is  for  each  use  of  machines  not  located  at  the  institution's  office;  all 
Institutions  allow  free  use  of  ATMs  on  the  premises. 


Fort  M*ltt:*«r-*t^i» 


Consumer  groups  complain  about  service  fees 


BvJIMFUQUAY    _-k  a     I 

Fon  Worth  Sur-Tektram       'jOD/lV 

When  the  nation's  banks  earned  a  record  $32.2 
billion  last  year,  service  charges  fattened  the  prof- 
its considerably. 

Yesterday,  two  consumer  groups  complained 
that  fees  on  customer  deposit  accounts  have  in- 
creased 18.5  percent  in  the  past  two  years,  nearly 
double  the  overall  U.S.  inflation  rate  in  the  same 
period. 

The  Consumer  Federation  of  America  and  the 
U.S.  Public  Interest  KesearcH  Group  said  the 
hypothetical  annual  cost  of  a  regular  checking 
accoimt  was$  1 84. 1 6  last  year,  up  from  $  1 55.39 
in  1990. 

The  groups  ranked  Texas  banks  as  the  fifth 
most-expensive  of  300  large  banks  in  2 1  states 
and  the  District  of  Columbia. 

The  survey  examined  1 7  variables,  including 


interest  rates,  fees  and  minimum  required  bal- 
ances, and  applied  them  to  three  types  of  check- 
ing and  savings  accounts. 

Chris  Lewis,  a  banking  lobbyist  for  the  federa- 
tion, said  such  increases  amount  to  "outright 
price  gouging." 

John  Hall,  a  spokesman  for  the  American 
Bankers  Association,  said  bank  fees  are  rising 
because  banks'  costs  are  rising,  including  higher 
premiums  for  federal  deposit  insurance  and  the 
expense  of  complying  with  regulations  advocated 
by  consumer  groups. 

"Competition  is  alive  and  well  in  the  banking 
industry,"  Hall  said.  "By  shopping  around,  con- 
sumers will  find  the  best  bank  for  their  needs,"  he 
said. 

He  said  many  banks  allow  customers  to  avoid 

fees  by  arranging  for  direct  deposit  of  their  pay- 

(More  on  FEES  on  Page  4) 
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BY  MARW  OSBORN  HOWARD 

TWES-DlSPATCH  St  AFT  WRTTER 

Few  topics  can  pumpup  the  blood  pres- 
sure of  a  consumer  advocate  fester 
than  bank  fees. 
Consider  these  findings: 

■  During  a  two-year  period  ending  in 
1992,  the  five  largest  banlts  that  operate  in 
Virginia  collectively  boosted  deposit 
charges  by  about  34  percent,  to  more  than 
$1  billion. 

■  Fees  charged  for  bounced  checks  are 
up  to  10  times  higher  than  the  actual  pro- 
cessing costs,  resulting  in  profits  of  $3.67 
billion  in  199Z  for  the  nation's  11,000-plus 
banks,  a  recent  study  showed. 

■  A  survey  of  20  local  banks  and  thrifts 
found  that  the  monthly  fee  for  a  regular, 
loW'balance  checking  account  can  be  as  high 
as  $8.  The  average  fee  in  the  Richmond  area 
is  $5.50. 

Sladtet  ralM  qBattiont 

Figures  like  those  enrage  many  custom- 
ers as  well  as  most  consumer  advocates, 
who  loudly  complain  that  banks  are  gouging 
their  customers  with  whopping  fees  only  to 
pad  the  corporate  pocketbook. 

Bankers,  on  the  other  hand,  argue  that 
the'  fees  are  simply  part  of  doing  business. 


At  the  very  least,  Ihc  h.inka  Ikivc  lo  ciivcr 
their  costs  (or  providing  those  services, 
they  say. 

It's  a  spicy  controversy  that  has  gotten  an 
extra  injection  of  emotion  in  recent  months 
as  consumer  groups  have  released  studies 
that  suggest  tjanks  are  steadily  raising  the 
fees  that  produce  hefty  income.  Publicly 
traded  banking  companies  rebounded  from  a 
recessionary  lull  with  record  earnings  in 
1992  and  again  in  1993. 

But  the  fact  remains  that  the  fees  get 
paid,  often  with  no  complaints. 

"We  get  very  few  calls  on  our  fees,"  said 
Nancy  K.  EberhardL,  letail  products  manag- 
er for  Central  Fidelity  Bank  in  Richmond. 

Fees  tMH  n  Mcvnity 

Walter  C.  Ayers,  executive  vice  president 
of  the  Virginia  Bankers  Association,  said 
consumers  should  realize  that  fees  are  a 
necessity  for  profitable  banking  organiza- 
tions. 

Banks  depend  upon  two  sources  of  in- 
come, he  said.  Those  sources  are  interest 
rate  margin  —  generally  the  diflcrencc  be- 
tween interest  earned  on  loans  and  Interest 
paid  on  deposits  —  and  fee  income. 

"Fee  income  is  a  very  legitimate  source 
of  income  for  the  banks,  just  like  the  broker- 
age houses  and  the  insurance  companies," 
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Ayers  said. 

"I  frankly  don't  understand  this  notion 
that  some  people  have  that  a  bank  is  not 
supposed  to  earn  fee  income,"  he  said. 
"Most  businesses  do  collect  income  for  the 
services  they  provide,  and  a  bank  is  provid- 
ing services." 

Fonner  banker  now  a  crttfc 

Still,  the  banks  have  their  critics,  includ- 
ing at  least  one  former  banker. 

Edward  F.  Mrkvicka  Jr.  started  work  as  a 
bank  teller  in  the  Midwest  in  1969.  He 
worked  his  way  up  to  become  president  of  a 
bank  in  Illinois  in  1976.  Then  he  left  the 
business,  saying  he  was  frustrated  with  the 
turn  it  was  taking.  He  recently  wrote  "The 
Bank  book  —  How  to  Revoke  your  Hynks 
License  to  Steal  and  Save  up  to  SlOO.tKM)." 

Mrkvicka  believes  deregulation  of  Ihc 
banking  industry  was  a  mistake  —  one  that 
is  costing  consumers. 

"Many  service  charges  have  gone  up  as 
much  400  percent,  and  for  what?"  he  said 
during  a  telephone  interview.  "Not  better 
service." 

Some  banks  have  implemented  a  $3 
charge  for  customers  who  request  account 
balances  over  the  phone,  Mrkvicka  said. 

"They're  not  there  to  service  the  con- 
sumer anymore."  he  said.  "They  think  it's 
much  easier  to  gouge  than  it  is  to  service." 

No  thoppfng  for  banks 

He  blames  bank  customers,  in  part,  for 
the  proliferation  of  charges.  Most  consum- 
ers don't  shop  for  banks  as  they  do  for  other 
products  and  services. 

He  said,  for  instance,  that  a  typical  con- 
sumer might  drive  15  miles  out  of  the  way 
for  a  good  deal  on  a  favorite  product  at  a 
grocery  store. 

"They  don't  shop  for  banking  services, 
when  a  bank  can  take  more  in  five  minutes 
than  a  grocery  store  does  in  a  lifetime," 
Mrkvicka  said. 

His  advice:  "If  you  can't  gel  the  service 
you  want  at  the  price  you  want,  go  to  anoth- 
er bank.  If  you  can't  get  the  service  you 
want  at  the  price  you  want  at  any  bank,  gn 


outside  the  banking  industry." 

Credit  unions  could  be  an  option.  Also. 
some  mutual  funds  nowadays  offer  check- 
writing  privileges. 

Looking  at  fee  schedule 

Jean  Ann  Fox,  president  of  the  Virginia 
Citizens  Consumer  Council,  urges  deposi- 
tors to  shop  for  banking  services  —  and  to 
look  beyond  the  slick  brochures  offered  in 
the  branch  lobby.  Those  publications  don't 
generally  discuss  penalties,  such  as 
bounced-check  charges  and  late-payincnl 
fees  for  credit  card  . 

"That  is  a  relatively  safe  way  for  banks  to 
bring  in  revenue  because  when  consumers 
arc  out  shopping  for  accounts,  they  aren't 
l(K>kiiig  for  wh;i(  fees  in:iy  he  p;iid  (as  |K'n;il- 
tics]  because  they  arc  not  expecting  to  incur 
Ihcm."  she  s-iid. 

As  a  result,  those  fees  "bring  in  revenue, 
but  they  don't  do  too  much  damage  on  the 
ability  to  bring  in  accounts,"  Fox  said.  She 
suggests  that  consumers  request  a  com- 
plete fee  schedule. 

"If  you  want  to  see  the  fee  schedule,  you 
have  to  be  an  assertive  consumer.  . . .  It's 
not  out  there  for  the  browsing  consumer," 
she  said.  "Nobody  should  open  an  account 
without  demanding  to  see  a  fee  schedule." 

Virginia  fares  well  hi  survey 

Compared  with  many  other  states,  Vir- 
ginia is  a  relatively  inexpensive  place  to 
conduct  banking  business,  a  recent  survey 
showed.  . 

The  survey  by  the  Constfmer  Federation 
of  America  and  the  U.S.  Public  Interest 
Research  Group  involved  300  large  banks  in 
22  states  and  the  District  of  Columbia.  The 
results  of  the  study  showed  that  the  fees 
charged  by  Virginia  institutions  ranked  as 
the  second-lowest  In  Virginia,  the  survey 
covered  fees  charged  by  30  large  and  mid- 
size banks  and  thrifts. 

The  fees  charged  by  Washington  state 
banks  were  the  lowest,  according  to  the 
survey.  Fees  in  the  District  of  Columbia 
were  the  highest. 

Still,  fees  apiwar  to  be  rising  everywhere. 


SIUART  t  WAGNEIVnUCS  CKSPATCM 

OFFER  STANDS.  Charles  A.  Patton  says  his  thrift  loses  money  on  some  customers  but  H  is  sticking  with  Hs  no-fee  offer. 
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FEE  INCOME 


How  do  you  raise  fees 
without  raising  anger? 


By  Pmny  Luni,  mondgmg  editor 


Ask  a  few  questions  about  service 
charges  and  you  unleash  a  flood  of 
wide-ranging  opinions. 

For  example,  Richard  Carlander 
doesn't  beheve  in  assessing  a  lot  of  fees. 
"Mayhc  you  pick  up  a  tew  dollars,  but 
are  you  irritating  the  customer?  Is  he  or 
she  going  to  go  elsewhere  and  take 
money  out  of  the  community?"  asks 
Carlander,  president  of  $1 15  million-as- 
sets State  Bank  of  Fanbault  (Minn.) 

He  prefers  to  charge  a  quarter  or  half 
percent  above  prime  on  loans  than  to 
nickel  and  dime  people. 

"We  go  to  ball  games  and  to  church 
with  these  people.  We  don't  want  lo  be 
shoving  all  these  charges  down  their 
throats.*  he  says, 

Ed  Cook,  however,  has  fewer  com- 
puncuon:».  "If  yuu  pay  interest  on  all  of 
the  money  that  you're  working  with, 
the  corollary  to  that  is  you  have  to 
charge  for  services,*  says  the  presi- 
dent and  CEO  of  First  State  Bank. 
Gothenburg,  Neb.,  $49  million  in  as- 
sets. "Each  ihmg  pretty  well  has  to 
stand  on  its  own,*  says  Cook.  "But 
to  nuke  that  acceptable  to  the  public 
IS  very  difficulu  It's  a  mapr  balanc- 
ing act." 

Not  so  in  West  Monroe,  La., 
where  all  tlie  banks  are  raising  their 
fees  and  customers  are  accepting  it. 
according  to  Clyde  R.  White,  presi- 
dent of  SlOO  million-assets  Louisiana 
Bank. 

"Not  many  years  ago,  people 
thought  you  shouldn't  charge  them 
anything  for  a  checking  account  be- 
cause you  were  using  their  money," 
says  White.  "Now  no  bank  around 
here  gives  away  free  checking  to  any- 
body. Banks  are  realizing  they  can't 
afford  It  and  customers  arc  realizing 
that  the  banks  and  savings  and  loans 
that  did  chat  have  gone  out  of  busi- 
ness, so  they  know  it's  a  matter  of 
survival.  If  the  bank  can't  make  a 


profit,  it's  not  going  to  be  around  to 
serve  them  very  long." 

Louisiana  Bank  sends  out  a  flyer  on 
service  charges  every  time  they  are 
changed,  which  is  about  every  other 
year.  White  says  virtually  no  one  calls  to 
question  or  complain  about  the  new  fees. 

Fees  that  backfire 

Syiiipaihcuc  lustomcri  arc  not  uni- 
versal. "It's  difficult  to  know  how  the 
customer  is  going  to  perceive  these 
things,"  iays  Cook  at  First  State  Bank. 

"We  tried  charging  commercial  ac- 
counts when  thev  deposit  a  check  that 
has  10  be  returned  for  insufficient  funds. 
Our  commercial  customers  went 
through  the  roof."  he  savs.  "It  doesn't 
make  any  sense  to  me,  because  they  in 
turn  charge  a  fee  to  the  customer  that 


gave  them  the  check.* 

Yet  the  bank  removed  the  fee. 

Cook  finds  that  customers  accept 
fees  they  consider  reasonable  and  within 
their  control,  such  as  overdraft  lees.  Yet 
they  do  not  like  fees  for  not  maintaining 
minimum  balance  levels,  even  though 
they  are  within  the  customer's  control. 

"If  we  get  a  complaint  about  some- 
thing, it's  the  person  who  hasn't  been 
overdrawn  before  and  then  all  of  a  sud- 
den they  arc  and  they  get  capped,*  says 
David  Grewe,  senior  vice-prcsideni  ac 
State  Bank  of  LaCrosse  {Wise— S155 
million  in  assets).  "They're  not  u.«xl  to 
it  and  it  hurts  them.  They  also  don't  like 
the  fee  we  clur\;e  for  paying  a  check  in- 
stead of  returning  it.  They  don't  under- 
stand the  work  involved." 

Older  people  tend  to  be  more  sensi- 
tive to  fees  than  younger  people, 
bankers  say-  Thais  why  many  banks  of- 
fer free  or  discounted  accounts  to  their 
mature  clientele. 


Explain  carefully 

Like  any  kind  of  bad  news,  the  way 
people  react  to  a  new  or  raised  fee  de- 
pends panly  on  how  they're  told.  Regu- 
lanon  DU  (Tniih  in  Savings)  and  other 
regulations  require  notification  of  v>mc 
service  charges,  but  some  banks  go  be- 
yond that,  sending  letters  and  brochures 
that  clarify  the  changes  and  explain  why 
they're  necessary. 

When  First  State  Bank  ui  Goiheo- 
burg  introduced  a  'foreign*  automat- 
ed teller  machine  usage  fee.  it  sent  a 
letter  to  all  AIM  card  holders.  iTic 
letter  explained  that  their  service  had 
been  improved  and  that  their  ATM 
cards  were  accepted  at  more  places, 
but  that  equipment  and  service 
charges  were  increasing  the  bank's 
cost  of  doing  business.  While  transac- 
tions at  the  bank's  machines  would 
continue  to  be  free,  they  would  be 
charged  for  using  other  banks'  ma- 
chines. "That  was  very  well  accept- 
ed," says  Ed  Cook. 

If  employees  agree  with  customers 
that  fee>  are  too  high,  they  are  not 
likely  to  sund  up  for  the  bank  when 
customers  complain  about  them. 

Training  sosioni  arc  held  for  cus- 
tomer service  representatives  and 
tellers  at  First  National  Bank  of  Be- 
Icn,  N.M.,  ($207  million  in  assets) 
every  time  fees  arc  increased,  so  that 
ihcy  can  address  questions  and  com- 
pliinis  more  kjiowledgcably. 

(Continued  on  p.  38.) 
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Whether  to  wahM 

The  ultimate  way  to  handle  a  fee 
complaint  is  to  waive  the  fee.  Some 
hmks  give  their  branch  suff  the  author- 
ity to  waive  fees,  often  with  guidelines 
as  lo  what  type  of  account  or  customer 
qualifies. 

Ai  First  State  Bank  in  Gothenburg, 
employees  can  waive  a  fee  for  anyone. 
"Very  often  employees  feel  that  if  we 
dn  things  only  for  the  wealthy  cus- 


tomers, we're  nut  taking  care  of  the 
common  Joe  on  the  street,"  says  Cook. 
*We  cenamly  try  not  to  do  that  and  we 
try  not  to  give  our  employees  that  per- 
ception.* 

Customers  who  question  service 
charges  are  asked  what  fee  they  think  is 
fair  at  Sute  Bank  ot  LaCrossc.  "We  just 
say,  "You've  been  charged  $30,  what  do 
you  think  is  fair?'*  says  David  Grewc. 
Customers  don't  seem  to  be  greedy 
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about  iL  "We  don't  see  a  lot  of  waivers, 
definitely  not  many  100%  waivers. 
Most  of  the  time  there's  a  negotiated 
amount.' 

When  a  customer  protests  a  fee  ac 
Louisiana  Rank,  the  branch  employee 
sends  a  waiver  request  form  to  a  senior 
officer  to  make  the  decision.  "That 
takes  the  monkey  off  the  branch  em- 
ployee's back,  and  that's  all  they  want,' 
iiys  Clyde  White.  "They  don't  like  to 
be  put  on  the  spot.'  He  believes  that  if 
all  employees  had  authority  to  waive 
fees,  ihcy  wuuld  do  it  all  the  time. 

Making  the  fee  worthwhile 

A  popular  way  to  generate  fee  in- 
come is  to  introduce  a  new  service,  such 
as  a  program  for  mutual  funds,  annu- 
ities, or  securities.  Yet  at  many  banks 
these  programs  provide  only  a  small 
percentage  of  nonintercst  income,  and 
the  bulk  of  fee  mcome  still  comes  from 
service  charges — monthly  maintenance 
charges,  insufficient  funds,  and  other 
charges  on  deposit  accounts. 

Sometimes  a  traditional  bank  prod- 
uct can  be  reworked  to  produce  more 
fee  income.  First  National  Bank  of  He- 
len "demarkeied'  a  NOW  account  that 
had  no  fees  or  charges  and  replaced  it 
with  a  club  account  that  docs  charge 
fees.  Customers  perceive  value  in  the 
new  account  because  it  provides  such 
benefits  as  accidental  life  insurance  and 
travel  services,  according  to  James 
McKie,  vice-president  and  marketing 
dircaor. 

Employees  receive  incentives  for 
selling  the  account.  During  the  first  60 
days  after  the  club  account  vas  intro- 
duced, 2^00  accounts  were  either  sold 
or  convened.  The  original  NOW  ac- 
count no  longer  exists,  and  almost  every 
new  account  the  bank  opens  is  a  club 
account. 

First  National  Bank  of  Helen's  ser- 
vice charges  are  lower  than  its  competi- 
lon— for  example.  United  New  Mexico 
charges  $25  per  NSF  while  First  Na- 
tional charges  S15.  "We  have  always 
been  the  lowest  and  I  think  we  will  con- 
tinue to  be/  says  McKie.  "We're  seeing 
dramatic  drops  in  our  loan  demand 
right  now,  and  we're  going  to  have  to 
find  alternative  sources  of  fee  income, 
but  I  don't  think  increasing  service 
charges  is  the  answer  to  that."  The  bank 
is  considering  growing  fee  income  by 
renting  safe  deposit  boxes,  offering  deb- 
it cards,  and  charging  for  ATM  transac- 
tions. Bf 
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Profits  are  rising, 

the  ranks  are  being 

trimmed  -  but  fees 

keep  going  up 


BY 
RICARDO 
SANDOVAL 

EXAMINER 
STAFF 
WRITER 


sed  to  be  banks  were  boring. 
Basic  checking  and  savings 
accounts  were  no-brainer  trade 
ofTs:  an  occasional  toaster  and 
predictable  interest  rates  in  exchange 
for  a  simple  monthly  fee  and  your  r^ulcu* 
cash  or  check  deposits. 

No  longer. 

The  buzzword  in  banking  these  days  is  "fees." 

Institutions  have  bombarded  customers  with 
a  challenging  array  of  accounts,  each  with  its 
own  comprehensive  fee  structures  and 
footnoted  restrictions. 

Today  you  have  to  think  twice  before  slipping  your 
plastic  card  into  that  innocent-looking  automated 
teller  machine.  How  many  trips  have  you  made  to  the 
ATM  this  month?  Is  this  a  "network"  ATM  or  a  local" 
one?  Will  there  be  a  charge  for  just  reviewing  your 
account? 

You  must  check  yourself  even  before 
stepping  into  a  branch  office.  Some 
banks  charge  customers  for 
conducting  business  with  a 
human  teller  when  the  same 
transaction  can  be  executed 
via  ATM.  A  couple  of  East 
Coast  banks  have  gone  so 
far  as  to  charge  customers 
for  making  too  many  deposits 
in  a  month.  And,  unless  you  keep 
•  hundreds  —  in  some  cases  thousands 
—  of  dollars  in  your  accounts  each  month,  forget 
about  the  free  or  cheap  money  orders,  travelers  checks  and 
cashiers  checks  that  used  to  be  standard  extras. 

The  changing  nature  of  retail  banking  has  consumer  Activists 
squealing  about  hidden  costs  of  fees  and  the  nickel-and-diming  of 
customers  at  a  time  when  the  industry  is  ergoying  a  low-intereat- 
rate  environment,  record  profits  and  reduced  operation  costs 
associated  with  thousands  of  layoffs. 

Last  week  atone  the  nation's  banks  reported  $32.2  billion  in  profits 
for  1992.  Much  of  the  earnings  boost  came  from  continuing 

favorable  interest  margins,  which 
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)f%shmgton  Business 

The  Bank  Fees  Squeeze 


Financial  Institutions  Raise 
Service  Charges  to  Cover 
Costs,  Increase  Profit 

By  Michelle  SingleUry  and  William  F.  Powers 


Need  your  bank  to  perform  a  ser\ice  for  you? 
No  problem,  but  it's  going  to  cost  you. 
At  Si^et  Bank  in  the  District.  lor  in- 
stance, it  costs  $6  a  month  for  a  basic 
checking  account-  If  you  deposit  someone 
else's  check  in  your  Bank  of  Baltimore  account  and  it 
boimces.  you'll  have  to  fork  over  $5. 

At  First  Virginia  Banks,  it  will  cost  25  cents  each  lime 
yoii  make  a  withdrawal  from  the  bank's  automated  teller 
machines.  If  you  want  to  close  your  checking  account  at 
Fir-;!  Union  National  Bank  within  six  months  of  opening 
it.  that  will  be  $10.  please. 

Anti  if  ynu  need  to  reactivate  an  account  you  closed  at 
RlgRS  National  Bank,  there's  a  $5  charge, 

A  recent  Washington  Post  survey  of  the  12  banks 
with  the  largest  inniket  share  in  the  Washington  area, 
and  a  sampling  of  smaller  financial  institutions,  shows 
thai  banks  are  charging  for  virtually  every  kind  of  ser- 
vice they  offer  The  old  days  of  all-inclusive  bank  ac- 
rirtints.  with  many  services  provided  for  free  no  matter 
what  your  halance,  are  gone. 

Bank  fees  have  been  nsing  steadily  for  years  now.  as 
bankers  increasmgly  have  relied  on  these  charges  to 
cover  costs  and  increase  profits.  Consumer  groups  have 
railed  against  the  increased  fees,  saying  that  they  are 
excessive  and  are  rising  at  an  unreasonable  pace. 

B.inkcrs  say  that  increased  fees  have  become  necessary 
as  their  business  has  changed.  Previously,  they  had  pro- 
\jHed  m-iiiv  services  free  to  businesses  and  consumers. 
See  BANK  FEES.  paRP  13    ^ 
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Banking  on  Fees 

From  ATMs  to  Returned  Checks,  Service  Charges  Are  Where  the  Money  Is 


UNK  rCCS.'ftbm  page  I 

who  often  kepr  largr  babnces  (hat  Uw  banks  reinvested 
profilably  Now,  those  cuslomers  are  moving  their  money  to 
monrv  markets  and  olher  rinandal  instruments  to  get  betrer 
relums. 

Banker;  are  trying  to  make  up  some  of  their  kiet  profits 
(lom  that  money  by  dividing  the  services  they  provide  into 
smaller  units  and  charging  for  each  one. 

"I  Ihink  any  company,  whether  it's  a  bank  or  a  newspaper, 
deserves  to  be  paid  for  the  services  Ihey  provide  if  consum- 
ers find  enough  value  in  it,"  said  Stewart  P.  McEnlec,  senior 
vice  presHlent  (or  the  marketing  division  at  the  Bank  of  Bal- 
timore. "We  are  m  the  business  to  make  money  for  our 
shareholders  and  we  shouUnt  have  to  apoktgize  for  that." 

'It's  a  re  form  Illation,'  said  Paul  H  Allen,  chairman  of 
Aston  Limited  Partners,  a  New  York  consulting  firm  that 
specializes  in  making  banks  more  efficient  and  profttabJe, 
partly  through  increased  tees  "It's  a  breaking  down  of  bun- 
dled .iiid  Ki^eaway  servKes  into  their  differentiated  compo- 
nents and  charging  for  Ihe  use  of  those  components." 

Charges  Criticized 

Last  spring,  two  nalional  consumer  groups — theConsum- 
etJeilf  [ation  of  America  (CFA)  and  the  U.S  Pubk  Interest 
Research  Croup— lambasted  Ihe  banking  industry  for  its 
fees,  asserting  that  the  average  annual  cost  of  a  regular 
checking  account  had  risen  Id  5  percent  between  1990  and 
1993,  more  than  twice  the  inflation  rate  tot  that  period. 
Banks  are  "addirted"  lo  fees,  the  groups  concluded 

"Ever>'thing  costs  bankers  something  but  the  point  is 
what  do  vou  gel  for  being  a  depositor*"  asked  Ed  Mierzwtn- 
ski,  consumer  advocate  for  the  Public  Interest  Research 
Group  (PIRG).  "You  gel  a  ridiculous  2  percent  interest  rale 
and  you  gel  fees " 

Bankers  and  some  bank  experts  say  the  consumer  groups' 
charge  about  fees  outstripping  inflation  is  unfair,  because 
banks  have  gone  from  charging  little  or  nothing  for  services 
rendered  lo  charging  what  those  services  actually  are 
worth 

1  here  is  no  doubt  that  fees  account  for  a  larger  share  of 
bank  profit'.  According  (o  data  gathered  by  the  research 
firm  5NL  Securities  L  P  of  Chark)t(esville.  on  the  nine  larg- 
est publicly  owned  banks  in  the  Washington  region,  fees  on 
deptisit  accounts  represented  9.7  percent  ol  Ihe  hanks'  total 
income  last  year,  up  from  8  4  percent  in  1988. 

"Fee  income,  as  a  broad  category  relative  to  our  total  in- 
come stream,  is  increasmgly  important."  said  WUliam  C. 
Harris,  president  of  Crestar  Bank  for  the  greater  Washing- 
Ion  region 

In  fact,  some  consultants  said  that  banks  have  waited  loo 
kmg  lo  charge  consumers,  and  are  just  playing  catchup. 

"They've  been  giving  away  their  services."  Allen  said. 
"This  IS  not  price  gouging  " 

Bankers  Mum  on  Fee  Structure 

B-mkers  are  reluctant  lo  talk  about  exactly  how  they  set 
fees  and  what  their  markups  are  A  spokesman  for  Signet, 
one  ol  the  largest  banks  doing  business  in  this  area,  said  the 
only  person  in  the  company  who  was  quahfied  to  talk  about 
how  fees  are  set  recently  had  retired. 

In  one  of  Hie  few  eiceptions.  NationsBank  spokesman 
Daniel  G  Finney  answered  some  specifrc  iniuines  about  the 
actual  cost  of  services  He  said  AT  M  transactions  at.  for  ex- 
ample. Most  or  Plus  machines,  for  which  NationsBank 
charges  Washington  area  NationsBank  cuslomers  $1,50. 
cost  the  bank  "in  the  area  of  75  cents." 

NationsBank,  like  almost  every  other  sizable  area  bank, 
charges  $25  lir  a  bounced  check  Finney  said  the  cost  lo  Ihe 
bank  IS  about  $17  or  $18.  based  on  internal  studies  including 
labor,  machinery  and  all  other  expenses. 

Banken  said  that  bounced-check  charges  are  nol  so  much  a 
lee  fot  a  service  as  a  penally  (or  an  activity  they  wish  lo  deter. 


TeUw  Mlch«0«  Bh>M  waHa  on  th«  R«v.  Anify  Cart  and  hia  aon  Auatin  al  lh«  OBA  Fedsral  Savlnft  and  Lean  Aatoelatlon. 


Some  consumers  complain  about  being  charged,  but  they 
feel  they  have  iiltle  alternative  Henry  S.  Layton,  a  60- year- 
old  Arlington  patent  attorney,  was  dismayed  recently  to  find 
thai  after  First  Unk)n  look  over  his  longtime  bank.  First 
Amencan,  it  began  issessing  him  a  $15-a-mon[h  charge  on 
his  checking  account  The  reason;  First  Union  assigned  him 
an  account  with  a  minimum  balance  of  $10,000.  though  he 
had  lesa  than  that  in  the  account  to  begin  with. 

A  trip  to  his  bcal  branch  resolved  the  proUem,  and  Lay- 
ton  now  has  an  account  with  a  $2,500  minimum  that  aUows 
him  to  avoid  some  charges. 

"1/  they  Jack  me  around  again.  Ml  go  somewhere  else.' 
Layton  said  "But  Ihe  questkMi  is.  where  are  you  going  to 


Other  consumers  welcome  the  trend  Bowie  resident  Jack 
Rasmussen,  SO.  Interviewed  it  i  First  Nalional  Bank  branch 
in  Greenbell,  said:  1  like  the  unbundhng  of  fees  because  I 


don't  have  to  subsidize  olher  people  It's  good  for  me  be- 
cause I  don't  use  a  bt  of  bank  services." 

The  Washington  Post  survey  showed  that  banks  are  offer- 
bg  a  range  of  checking  options  and  fees,  Al  one  end  are  ba- 
BK,  no-frills  accounts  with  no  minimum  balance  and  no  ad- 
ministraiive  fee  Other  banks  offer  basic  checking  accounts, 
but  cuslomers  pay  a  fee  of  $3  to  $6  a  month 

"Most  banks  have  some  basic  checking  for  a  reasonable 
fee  that  someone  who  has  low  and  moderate  income  ought 
lo  be  able  lo  afford."  McEntee  said. 

Bank  of  Baltimore  offers  a  bask  account  for  a  monthly  fee 
of  $5  and  a  minmium  opening  deposit  of  $50,  which  alkiws 
the  depositor  lo  wnte  10  checks  a  month  before  incurring  ■ 
per -check  fee. 

Some  ol  the  best  deals  were  at  the  smaller  institutions, 
notably  OBA  Federal  Savings  and  Loan  Association,  a  Gai- 


SeeBiWK  fits,  page  16     i^ 
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BANK  FEES  IN  THE  WASHINGTON  AREA 

e. — \ — ~ 

Y  lif  Wojhittgtnii  Fast  surveyed  12  banks  with  the  largest  presence  in  the  Washington  area. 
1    and  a  sampling  o/ smaller  banks,  savings  and  loans  and  credit  unions  to  determine  wlial 
fees  tlicy  charge  for  various  types  of  checking  accounts  and  other  services.  Below  are  the  fees 
that  each  institution  said  it  would  charge  for  a  basic  checking  account  for  a  customer  who 
makes  an  initial  deposit  of  $100.  writes  less  than  10  checks  a  month,  cannot  use  direct 
deposit  and  does  not  want  lo  tie  (he  account  to  a  savings  or  investment  account.  The/res  are 

as  ofFrb  1.  1994.  In  some  cases  at  these  instilutions.  a  ruslomer  with  a  larger  deposit 
would  qualify /or  an  interest-paying  chectting  account-  Otherwise,  many  ofttit  same  charges 
would  apply  Some  banks  allow  consumers  to  combine  checking,  savings,  credit  and 
investments  in  a  variety  of  different  packages.  The  results  in  this  chart  are  restricted  lo 
Stand-alone  checking  accounts  and  do  not  cover  those  options. 

Minimum 

Initial 

Deposit 

Monthly 

Administrative 

fee 

Fe«  tOf  Going 
Below  Mln. 

Bounced 

Check 

Fee 

Feefoi 

DefM^ted        Charge  for 
Chech  that        Wntlng 
Bounces          Checlu 

Fee  for 
Withdrawals 
from  Bank's 
Own  ATMs 

Fee  for 

Withdrawals 
from  Other 
Banks'  ATMs 

Fee  for  Debit 
Transactions 

Fee  tor 

Cashier's 

ChcdQ 

NstionsBanh 

t25 

$3 

None 

US 

$2  25 

$  40  per  check 
after  the  fir^  49 

None 

$1  50 

None 

$6 

CfMtar 

$100 

$4 

None 

J25 

$3 

$50  p»i  check 
after  the  First  6 

None 

MOST  $100 
CinitUWisa  $1  50 

$25 

$6 

Firet  Union 

SIlMt 

Central  Fidelity 

$50 
Nor>e 
S50 

$3 

DC    $6; 

MD  $6;  VA  $5 

Nooe 

Nooe 

Nooe 

$5  if  average 
monthly 
balance  rails 
below  $1,000 

$25 

»25 

.t. 

$25  (mawmum 
of  twopefday) 

$3 
-   M. 

$  75  per  check 
alter  the  fir^t  6 

None 

$125 

None 

$6 
$5 

Nona 

$  50  per  check 
after  the  first  8 

Nooe 

$1 

Nona 
$25 

None 

MOST  $1 
PIUS  $2 

First  Vlrglnl« 
Fust  Mjryldnd 

None 
None 

$3 
$4 

None 
None 

«5 

i 

>^-' 

:v^fi^:r' 

MOSTSl 

120 

JIO 

of  two  per  day) 

(2  50 

'     tSOpafcheck 
after  »e  lint  10 

None 

MOST  $150 

Meicjntllt 
Chevy  Chase 

SlOO 

None 

$5 

$4 

No  charge 
wllh  t500 
minimum 

None 

$25 

$25 

$3 
$3 

.  ■;■  -  1.35  pw 
;     check 

.        None 

None 

None 

$1.50 
$1  25 

Nooe 
$50 

$6 

Free  lo  account 
holder:  $6  to 
3nJ  party 

Rial 

$25 

S4 

None 

$25 

$5 

$  50  per  ChK* 
after  the  first  10 

None 

$> 

$50 

.      $7 

Citizen's  Bank  ' 

BcltlrAre  Bancorp 
(B«nk  ol  BaWmore) 

$50 
$50 

$5 

None 

$25 

$3 

None 

None 

$1  50.  Citizens 
Bank  ol  VA  Free 

V25 

$10 

$5 

None 

$25 

$5 

$50  cents  per 
check  after  tirst 
10 

$.35 

^ORRIJSVI^ 

OTHERS  (a  sampling  of  smaller  banks,  savings  and  loans  and  credit  unions) 

' 

Adami  N»tion»l  Bink 
Columbia  Rril  Bank 

$100 
$100 

None 
None 

(8  H  balance 
d^  below 

$25 

»5 

>       None 

None 

$75 

None 
MS 

$6 

«s 

None 

$20 

$20 

None 

None 

Franklin  NaUorul  Bank 

Independence  Federal 
Savinti  Bank 

Industrial  Bank  ol 

NASA  Federal  Credit  Union  ^ 

OBA  Federal  Savinp  and  ^ 
Loan  Asiociallon 

Patriot  National  Bank 

SlOO 

$250 

$200 

None 

$5 

tlOO 

None 

None 
None 

tS  It  balance 
dfoos  below 
tl.OOOidO 
if  balance 

S»99 

None 

$25 

$25 

$25,        ^■'t 

$3,50 

$10 
.  12,50 

Nooe        '    • 

Hon.-" 

$.50 

$.50 
SI 

»5 

free  to  accoont 
holder;  $3  to 
3nf  party 

15 

None 

,  Not  Offered 
$5 

None 

None 

SI  lor  local  & 
$2  lor 
nonlocal 

$7  if  balance 
dmpa  below 

Nona 

Nona 

$1 

»1 

None 
None 
None 

None 

JS  If  balance  is 
below  SlOO 

None 

$20 

$20 

None 
None 

None 
None 

First  nine  tree; 
$  75  after  that 

None 

None 
None 

$25 

$30 

None 
$5 

None 

Nooe 

$75 

$75 

Federal  Credit  Untoo 

Wtl|hl  Patman  ^                       None             No"e                  None 

Congressional  Federal  Credit 

Union 

$20 

$10 

None 

None 

$1.50 

.      $1.00 

First  5  free 
month,  irw 
$10 

per    Free  if  payable 
10  account 
holder;  $2  50 
if  payable  to 
3n)  party 

$15 

$15  lor 
KcounI 
hoMeil 
Check 

None 

none 

Fiisl  5  free  per 
month,  then  $1 

2  Pjyt  1  75^  APR  mlemt  on  gvfage  rta.ly  talance  Ol  tl  .000- 

3  Pays  2  6!j%  (*»  yea'  on  Winte  ove.  15 

4  Pays  2%  APR  on  »^*tfi  <i*iif  ta"*""  ol  1500 

V 
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Fee  Income 
Issues  in 
Commmiity 
Banks 

by  Phillip  D.  White,  PhD. 


An  incicaaing  number  of  hank  marketing  oflficers  and 
bank  nunagcn  charged  with  nurketing  respoasthili- 
Ues  see  marketing  as  helping  the  bank  achieve  its 
short-run  proTu  goals  a^  well  a£  pnrparing  for  longer  run  prof- 
itability. Fee  income  is  an  increasingly  imporunt  component 
in  the  profit  planning  equation  in  many  community  banics. 
This  is  the  case  e\'en  in  hanks  where  profits  are  ai  healthy  if 
not  record  levels.  Fee  income  needs  lo  be  on  the  agenda  of 
every  community  bank,  and  thereftire.  if  needs  to  be  <>o  the 
agenda  of  every  marketing  officer  and  manager  who  is  think- 
ing about  and  planning  for  future  barUc  profitability. 

Assuming  that  fee  income  is  imponant  in  community 
banks  and  that  marketing  ofFicers  and  managers  in  commu- 
nity banks  are  interested  in  improving  fee  income,  what 
might  a  list  of  impcxtant  issues  look  like?  To  respond  to  this 
question,  it  is  worthwhile  to  break  the  answer  down  into 
two  sections.  What  might  a  short-ierm  set  of  fee  income 
issues  for  community  banks  look  like  compared  to  a  longer 
run  set  of  issues? 

SiHrt-tMi  Fm  UwM  Itiwc  A  SA  Urt 

A  number  of  fee  income  issues  would  be  likely  to  appear 
on  the  list  of  many  marketing  officers.  Three  of  the  most 
common  might  include:  O  monthly  service  charges  for  trartt- 
action  accnunu;  9  markup.^  or  upcharges  for  customer  check 
printing  orders:  and  O  adjustments  in  the  per  item  fees  for 
various  types  of  ATM  traruaaions. 

These  three  pricing  issues  should  be  on  the  agenda  of  mar- 
keting officers  as  they  work  with  others  in  the  bank  to 
Improve  fee  inctMnc  petfonnance.  Further,  coasklering  and 


making  adjustments  in  these  three  fee  income  piidng  areas 
will  result  in  improved  fee  income  peift)rmarx». 

As  marketing  officers  examine  these  issues  more  dosely,  it 
can  be  argued  that  these  are  marginal  adjustments  that  are 
viewed  as  relatively  safe  arvJ  noncomroversiaJ  in  mcA  cotn- 
muniiy  banks.  Most  ctxnrouniiy  banks  charge  motuhly  service 
charges;  charge  for  check  orders;  and  have  already  instituted 
some  venion  of  per  item  charges  for  cenain  types  of  ATM 
transactions,  particiilariy  cash  withdrawals  hom  foreign  ATM 
machines.  Price  decisuns  in  these  three  areas  are  bask^ally 
marginal  adjustments  that  are  unlikely  to  create  major  cofv 
cems  Of  reactions  an>ong  either  customers  or  marugeis. 

Ceiuinly  these  three  areas  shouW  be  reviewed  by  market- 
ing officers   However,  the  opportunity  for  .significant  price 
■  adjustmetus  is  unlikely  to  be  very  large.  These  are  "safe"  and 
"iwncontroversiar  and  will  impmve  fee  inctxne  in  a  commti- 
nity  bank,  even  if  only  slightly. 

A  Men  A|grMriv<  Uit  •(  Ft*  StraltglM 

Bigger  fee  improvement  opportunities  might  include:  O 
differential  pricing  for  not  sufficient  funds  items  (NSFs),  with 
a  higher  price  paid  for  those  items  paid  into  overdraft  com- 
pared with  those  returned  unpaid;  0  annual  or  monthly  ATM 
card  fees;  and  O  automatically  paying  a  higher  percenuge  of 
NSFs  into  overdraft. 

All  three  of  these  strategies  should  be  under  consideratkxi 
by  community  banks.  Implementing  one  or  more  of  these  fee 
irtcome  enhancetttera  strategies  would  consnnite  a  larger  fee 
income  opportunity  than  the  fust  three  strategies.  However, 
with  the  bigger  opportimiiy  also  comes  a  higher  degree  of  ojn- 
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Here  are  three  fairly  common 


r 
I 


ways  to  increase  fee  income  and 
three  riskier  ideas  for  iaanlcs 


Imt 

Da*H  rf 'Ditm^ir' il  fa  lOM  Si 


Wj* 


to  consider. 


Ppst'HoRiiig  Altafoativt  Fm  Imoim 
EabaiKtmMt  Strategits 


UDveray  aod  potential  ciutomcr  reaction.  Fee  income  stiategies 
O  through  <B  are  less  "safc"  in  lentu  of  dealing  with  customers 
and  management  One  question  that  marketing  ofTicets  and 
manageis  in  cooununity  banks  need  to  ask  is  how  they  are  bal- 
ancing fee  income  oppoituniljcs  and  the  potential  'safeness*  or 
"sensitivity'  associated  with  sniegks  under  consideration. 

The  diagnm  (shown  above)  provides  a  way  of  thmking 
about  these  issues.  In  general,  fee  income  enhancement 
strategies  0-9  are  all  high  in  safeness  and  low  in  opportu- 
nity. Strategies  0-<B  are  much  less  safe  but  are  also  sub«tan- 
tially  higher  in  terms  of  oppommity.  Marketing  officers  need 
to  think  about  which  category  of  fee  iiKome  strategies  are 
under  consideration  in  their  banks. 

Why  should  marketing  officers  and  matugeis  in  community 
banks  consider  focusing  attention  on  fee  itKome  enhance- 
ment strategies  0-9?  The  atuwer  to  this  question  reoogni2es 
the  oppofturuty  for  improved  fee  ittcome  peffomutice  but  is 
also  based  on  the  concept  of  value  as  the  basis  for  sellittg  the 
recommendations  to  both  customers  attd  managers. 

DWwMlUPifatai 

Some  customers  write  rx3t  sufficient  funds  itemv  The  bank 
has  three  optkxts:  return  the  item  to  the  merchant  a.<  unpaid; 
pay  the  item  into  overdraft;  trarvsfer  funds  into  the  customer's 
account  to  cover  the  anDount  of  the  insufficient  Item.  The 
focus  of  this  discussion  is  on  the  remmmendation  to  charge 
nxMC  for  an  NSF  paid  into  overdraft  than  for  an  NSF  that  is 
relumed  unpaki. 

Most  commuruty  banks  charge  the  same  amount  for  (his 
event  regardless  of  how  the  item  is  handled.  For  example. 


nuny  banks  charge  $15  as  a  .service  charge  whether  the  NSF 
item  is  paid  or  relumed. 

While  the  revenue  to  your  bank  is  the  mme,  there  are 
ma)or  differences  in  the  implicatioru  for  the  caqomer.  If  the 
bar\k  pays  the  NSF  item  into  overdraft,  then  the  fee  represents 
the  Kxal  cost  of  the  transaction  for  the  customer.  However,  if 
the  bank  does  not  pay  the  item  into  overdraft  and  the  item  is 
returned,  then  the  customer  faces  the  additional  costs  of  the 
merchant  fee  and  the  embarrassment  cost  of  having  to  go  to 
the  merchant  and  handle  the  insufficient  funds  item. 
Merchants  are  incTea.singly  chai^g  as  much  or  more  than 
banks  for  renimed  diecks. 

Do  these  two  optional  treatments  of  an  NSF  item  have 
equal  value  to  the  customer?  The  answer  is  clearly,  no. 
Having  a  not  .efficient  funds  item  paid  into  overdraft  Is 
always  the  preferred  option  for  the  customer.  Therefore,  pay- 
ing the  item  into  overdraft  is  substantially  nxxe  valuable  to 
the  ctistomer  than  having  the  item  returned. 

If  having  an  NSF  funds  item  paid  into  overdraft  has  moie 
value  to  the  customer,  then  it  makes  sense  that  it  also  should 
have  a  price  that  is  set  higher  than  the  price  for  a  returned 
item.  DifTerendal  pricing  recognizes  the  tlifTererKX  in  value  to 
(he  customer  of  having  diis  service  performed  ftx  them.  Thus, 
the  price  for  an  NSF  funds  Item  paid  iiuo  overdraft  might  be 
$18  or  $20.  wtule  the  NSF  item  returned  might  be  $15. 

The  primary  objectkMi  to  differendal  pricing  conies  from 
bank  employees  and  managers,  not  customers.  Some  commu- 
nity bank  managers  will  state  flatly  that  customen  will  not 
stand  still  for  dUTerential  pricing.  Customers  are  always  better 
served  when  an  NSF  item  is  paid  into  overdraft  By  perform- 
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Fee  income  needs  to 
be  on  the  agenda  of  every 
marketing  officer  and 
manager  who  is  planning 
future  bank  profitability. 


ing  this  service  the  bank  can  save  a  cu-stonier  $5  to  $20  even 
after  paying  the  higher  bank  fee.  Baiieil  on  ihe  value  (thai  is, 
savings)  they  receive,  most  cu»ioiiicrs  do  not  object  to  paying 
a  higher  price  for  an  item  paid  into  overdraft. 

Having  a  marketing  ofTiccr  recommend  that  the  community 
bank  consider  difTcrcntial  pricing  is  not  as  safe  as  recom- 
mending that  the  charges  for  check  orders  be  increased. 
Hcxwever,  the  opponunity  is  large  enough  to  deserve  major 
aucnlion  in  every  communiry  bank. 

toi— Ifcdiy  NyH  NS^  >^*  0«<rJra<t 

Community  banks  should  consider  implemenung  a  strategy 
that  automatically  pays  a  higher  percentage  of  NSF  items  into 
ovenlrait,  sometimes  referred  to  as  a  tolerarKe  strategy. 

The  primary  reason  to  implement  a  strategy  of  tolerance  is 
quality  customer  service,  and  higher  quality  service  leads  to 
higher  leveb  of  value.  For  every  NSF  item  that  the  bank  pays 
into  overdraft,  the  customer  saves  the  merchant  charge  and 
the  embatiassmenl  cost.  Thus,  the  bank  has  provided  the  cus- 
tomer with  a  more  valuable  service  than  if  the  item  is  reiected 
and  returned  unpaid- 

The  question  then  becomes,  how  does  the  hank  benefit 
from  implementing  this  policy  of  tolerance?  There  are  three 
pajts  to  the  answer  to  this  question.  First,  the  bank  is  provki- 
ing  the  customer  with  a  higher  quality  of  customer  .service  and 
wkh  this  goes  higher  levels  of  custotner  satisfaction  arvd  cus- 
uxner  loyalty.  Very  few  customers  set  out  to  write  ^4SF  items. 
However,  when  customers  do  write  NSFs,  ihey  greatly  appre- 
ciate having  those  items  paid  into  overdraft  by  the  bank. 

Customers  are  grateful  whether  they  have  made  a  misake 
in  their  checkbooks,  made  an  imporunt  purchase  knowing 
there  is  some  chance  ihete  might  be  an  overdraft  situation  "if 
everything  clears,'  or  have  a  tendency  to  write  overdrafts. 
Regardless  of  the  siniation.  every  bonk  customer  appreciates 
having  an  NSF  item  paid  into  overdraft.  Thu.s.  this  is  one  way 
in  which  a  hank  can  provide  higher  quality  customer  service 
and  create  higher  customer  satisfaction  and  loyalty. 

The  second  pan  of  the  answer  is  that  there  is  some  ten- 
dency for  customers  to  write  a  brger  number  of  NSF  items  if 
they  krww  that  the  bank  is  going  to  pay  them  into  overdraft. 
This  is  particularly  true  for  those  customers  who  are  already 
more  likely  to  write  NSFs.  These  castomers  recognize  over 
time  that  the  bank  is  now  paying  more  items  iruo  overdraft; 
therefore,  the  number  of  NSF  itenns  they  write  will  iiKtease. 


The  result  is  that  the  bank  will  have  more  transactitxis  for 
which  It  can  cliarge  a  fee.  The  effea  of  this  ir»crease  in  total 
NSF  events  is  highly  profiuble  the  bank. 

The  third  pan  of  the  answer  is  that  coupling  this  strategy 
recommendatkm  of  more  tolerance  in  paying  NSF  items  into 
overdraft  with  a  differential  price  greatly  increases  the  fee 
income  for  the  bank.  However,  even  if  the  same  price  is 
charged  by  the  bank  for  either  treatment  of  the  NSF  item,  the 
bank  has  both  the  benefit  of  providing  enhatKfid  castomer 
service  at>d  receiving  some  additional  amount  of  fee  iryxxne. 

Proposing  this  strategy  for  consideration  is  much  more 
likely  to  be  conimveisial  within  the  bank.  For  this  reason,  it 
is  intportant  for  the  hank  to  focus  on  the  imptoved  customer 
service  and  value  to  the  customer  as  the  primary  tiKXivation 
and  rationale.  Some  ctxnmunity  baiJcets  will  see  this  arategy 
as  an  anempt  to  encourage  or  stimulate  customers  to  write 
more  NSFs.  No  matter  how  large  the  opportunity,  the  auto- 
matic payment  of  NSFs  into  overdraft  will  inspire  some  spir- 
ited discussions  in  almost  every  community  bank. 

Owrgiiv  Ai  Anad  (m  for  ATM  AoMS  Cvdi 

Most  community  banks  with  ATM  networks  have 
addressed  the  question  of  prices  for  specific  types  of  transac- 
tions. The  most  common  example  woukl  be  a  specific  price 
for  cash  withdrawals  from  a  "foreign"  ATM.  Community 
banks  should  also  consider  an  annual  fee  for  the  ATM  card 

The  rationale  is  that  ATMs  and  ATM  networks  provkle  cus- 
tomeis  with  substantial  transaction  access  and  convenience. 
Transaction  access  and  location  convenience  represent  major 
sources  of  value  to  customers.  Therefore,  many  cuaomeis  arc 
willing  to  pay  some  amount  to  have  access  to  this  increased 
level  of  .service. 

A  number  of  community  banks  have  found  little  resiaance 
to  an  annual  ATM  card  fee  of  $12  For  those  customers  who 
see  real  value  in  ATM  access  and  convenience,  ATM  cards 
have  substantial  value  for  which  customers  are  willing  to  pay. 
However,  if  the  ATM  card  is  not  valued,  customers  can  retum 
the  ATM  card  and  avoid  the  fee. 

Consideration  of  strategies  O  through  (D  has  the  additkjoal 
efTea  generally  positive,  of  prompung  marketing  officers  and 
managers  in  community  banks  to  ask  strategic  questions 
about  fee  income  related  issues.  If  the  focus  is  or>  strategies 
O  through  O.  it  is  less  likely  that  hindamenully  imponaot 
questions  will  be  asked  within  the  community  bank. 
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Marketing  officers  and  managers 
who  are  considering  fee  income  questions 

will  be  better  positioned 

lo  contribute  to  long-term  profit 

improvement  in  their  community  banks. 


Addressing  anxegies  O  through  9,  however,  almost  always 
provides  the  opponuruty  and  in  sotoe  cases  piedpiiates  the 
consideration  of  several  imporam  strategic  issues  and  ques- 
tions for  community  banics. 


(I)  Is  our  conununity  banl(  really  seri- 
ous about  undersunding  lis  customer 
bajc  and  thinking  through  the  long  nin 
implications  of  customer  demographics 
for  both  fee  income  and  asset  and  lia- 
bility realities  over  the  long  run? 

(Q  Does  our  community  bank  recog- 
nize the  imporurKS  of  new  reuil  bank 
customer  acquisition  strategies  as  the 
basis  for  improving  fee  income,  improv- 
ing consumer  lerxling,  and  braiKh  pn>- 
duoivity  md  proTiubility? 

Thinking  about  these  questioru  pro- 
vkles  some  imponaru  insights  into  diiSier- 
eni  types  of  fee  irKome  strategy  questions 
that  community  banks  might  ask.  Fee 
incQcne  will  axuinue  to  be  important  in 
community  banks.  Marketing  oincen  and 
managers  responsible  for  marugtng  nur* 
ketlng  need  to  rea}gni2e  the  types  of  fee  income  queatloni 
being  aslced  in  icnro  of  thdr  shon-tetm  versus  stiaiEgic  perspec- 
tive. Marketing  officers  and  manageis  wtxi  are  considci1i\g  these 
questkxis  will  be  hrttrr  poscioned  to  contnbuie  to  loog-ienn 
profit  impnwement  in  Iheir  community  banks.  ■ 


Slivtt^  Fm  mcwm  QmsIims 

(A)  Is  our  community  bank  really  serious  about  fee  income 
enhancement  in  the  long  run,  and  is  the  bank's  investmetu  of 
time  and  taleru  consisteru  with  this  view? 


Phillip  D.  white  is  eoKciate  professor  and  past  chairman  of 
markefing  at  the  University  of  Colorado  at  Boulder.  He  also 
teaches  at  the  BMA  Schools.  He  can  be  reached  at  (303) 
492S326. 
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BANKING  ON 
FEES 

Will  too  many  players  kill  the  profits 

State  Street   Boston  Corp.   almost 
never  makes  headlines.  In  contrast 
with  such  other  regional  banks  as 
Banc  One  G>rp.  and  MationsBaiik  Corp.. 
which  are  constantly  in  the  news  with 
aggressive  acquisition  programs   and 
other   highly  visible   projects.   State 
Street  Boston  quietly  pursues  such 
unglamorous  activities  as  processing 
securities   transactions   and   providing 
record-keeping   services   for   pension 
funds  and  other  clients.  But  to  growing 
numbers  of  bankers.  State  Street's  ap- 
pmach  may  point  the  way  toward  the 
best  source  of  future  banking  profits. 

While  most  banks  get  the  bulk  of  their 
revenues  from  loans  and  investments. 
State  Street  concentrates  on  busmesses 
that  generate  fees.  Compared  with  lend- 
ing, fee  activities  are  safer  and  more 
reliable.  "You  do  millions  of  little  things 
and  make  a  little  money  on  each  one," 
says  Marshall  N.  Carter,  Slate  Street's 
president  and  chief  executive  officer, 
adding  that  other  banks  are  "trying  to 
do  more  . . .  [of]  what  we're  doing."  Fee 
income  at  State  Street  provides  about 
GC.v  of  revenues,  compared  with  about 
^""f  at  most  big  banks,  according  to  Sal- 
omon Brothers  Inc. 

■AD  GOOD  NEWS.  Although  loan  demand 
has  been  ver>'  sluggish  for  the  past  year 
or  two.  banks  have  still  been  able  to 
reap  record  profits  from  loans  and  in- 
vestments whose  yields  have  been  sever- 
al percentage  points  higher  thaiv  the 
rates  banks  pay  depositors.  But  those 
assets  could  prove  much  less  profitable 
this  year  if  the  economic  recovery 
pushes  up  short-term  interest  rates. 

And  while  a  stronger 
economy  will  stimulate 
loan  demand,  longtime 
bank  customers  are  in- 
creasingly turning  to 
the  capital  markets  and 
finance  companies  for 
cre<lit.  Hence,  the  .mer- 
est in  fee  businesses. 

Theres  only  one 
hitch;  Fee  activities  are 
unlikely  to  be  the  earn- 
ings lode  many  bankers 
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expect.  Banks  that 
their  fee-based  functions  could 
find  themselves  ^Ting  so  hard 
market  share  that  profits  won't  materi- 
alize. "It'll  be  interesting  to  watch  down 
the  road  to  see  if  everybody  can  be  com- 
petitive in  this  fee-based  business."  says 
John  F.  McGillicuddy.  CEO  of  Chemical 
Banking  Corp.  "I  personally  feel  that 
unless  you're  in  a  unique  position,  chas- 
ing fee-based  business  to  the  detriment 
of  your  loan  product  isn't  going  to  be 
the  way  tn  heaven."  The  competition,  he 
says,  is  too  fierce. 

It's  not  hard  to  sec  why  banks  are 
currently  chasing  fee  revenues.  Unlike 
lending,  these  businesses  generate  rela- 
tively steady  income — a  boon  to  banks 
whose  profits  from  investment"  and 
loans  rise  and  fail  with  interest  rates. 
Fee-based    activities    are    also    relative- 
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produces  mosl  bank 
eornings,  but  rrony 
banks  now  see  fee 
activities  os  their  best 
means  of  pf  ofiJ  growtl 
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ly   low-risk.' 
That's     espe- 
cially alluring  to- 
day, because  wh3e 
they  require  big  in- 
vestments in  technol- 
ogy, fee-generating  ser- 
vices don't  add  to  banks' 
regulatory  capital  needs, 
ivery  $1(X)  in  corporate  )oan.<> 
must  be  backed  by  S8  in  capital, 
there's  no  such  requirement 
for  spending  on  functions  such  as 
trust  management 

Many  banks  have  been  organizing 
new.  fee-based  operatkins.  Republic  New 
York  Corp..  for  instance,  recently 
launched  Republic  New  York  Securities 
Corp.,  which  provides  stock  lending, 
clearing,  and  other  administrative  ser- 
^nces.  It  will  be  followed  by  a  sister  firm 
specializing  in  asset  nianagemenL  "We 
have  recognized  that  in  this  interest-rate 
en\ironment.  we  need  to  offer  deposi- 
tors other  things,"  says  Republic  CEO 
Walter  H.  Weiner. 

DaorouTsr  But  even  State  Street's  Car- 
ter concedes  that  some  fee  businesses 
are  maturing.  "Right  now,  there  are  six 
or  seven  major  players  in  master  trust," 
and  he  expects  smaller 
banks  to  drop  nut.  Lon- 
don's market  for  custo- 
dy scrs'iccs  is  a  case  in 
point,  he  says.  Three 
years  ago,  nine  banks 
offered  it.  Today,  there 
are  24.  But  in  two 
years.  Carter  expects 
that  number  to  fall 
back  to  just  12  to  18. 

Carter  is  optimistic 
that  his  bank  can  fare 
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well    in    fcc-boAeJ    l>uain«BBCS,    and    ^von 

Stale  Street's  commanding  market 
jthare,  expertA  say  hi3  view  is  jusLified. 

Oukte   Sir«fd   txuu    murv    ^hiui    fl.^   tj-tl\»«n 

m  assets  under  custody.  But  even  State 
Street  is  lowerinR  its  bids.  Last  winter, 
the  bank  won  the  custody  business  of 
the  California  Public  Empkiyeea'  Retire 
ment  System  from  Boston  Safe  Deposit 
&  Trust  Co.  With  a  bid  of  $4.9  million 
annually — roughly  half  what  many  oUier 
firms  were  prepared  to  charge. 

Lots  of  banks  are  jumping  into  a 
newer  business:  management  of  compa- 
ny retirement  arrangements,  particular- 
ly 40Uk)  plans.  A.<weU  in  401(k)  plans  are 
^290  billion,  according  to  the  market  re- 
search firm  Access  Research,  and  climb- 
ing fast.  Besides  State  Street,  major  coib 
tender^  include  Bankers  Trust  New 
York  Corp.  and  Wells  Fargo  &  Co. 
VARIETT  ^ACK.  At  the  nwment,  there's 
more  than  enough  business  to  go 
around.  Still,  competition  is  heating  up 
fast — and  not  just  among  hanks.  Fidelity 
Investments  now  has  over  \0%  of  the 
-lOl(k)  market,  says  Robert  L  Reynolds, 
president  of  Fidelity's  retirement-ber- 
viees  subsidiary.  He  expects  401(k)  plans 
to  grow  more  than  127«  per  year  for  at 
least  several  years,  but  even  so,  he  says, 
a  price  war  could  eventually  break  ouL 

Michael  Urkowitz,  executive  vice-pres- 
ident for  Chase  Manhattan  Corp.'s  Info- 
Serv  International  subsidiary — a  major 
player  in  a  range  of  fee-based  services — 
says  his  bank  is  not  emphasizing  401(k) 
business  because  of  the  expected  compe- 
tition down  the  road,  especially  from 
nonbanks.  "When  companies  choose 
their  401{k)  provider,  they  want  someone 
with  a  menu  of  [investment]  choices. 
custody  senicea,  record-keeping,  the  800 
telephone  number,  and  investment  ad- 
vice."  he  says.  "If  you  look  at  that  bun- 
dle of  serxTces  and  look  at  companies 
that  are  doing  that  already,  it  looks  like 
a  mutual-fund  company.  " 

To  be  sure,  some  fee-based  businesses 
are  likely  to  remain  highly  profitable  for 
some  time.  Banks  have  been  able  to 
raise  retail  hanking  fees,  boosting 
charges  on  checking  and  savings  ac- 
counts, forcing  customers  to  pay  to  use 
automatic-teller  machines  and  other  ser- 
vices, and  docking  them  more  for 
bounced  checks. 

But  if  history  is  any  guide,  these  are- 
nas won't  rennain  secure  forever.  Rapha- 
el Soifer,  an  analyst  at  Brown  Brothers 
Harriman  &  Co..  points  out  that  barks 
have  a  long-standing  practice  of  chasing 
one  another  into  new  businesses  until 
the  profits  evaporate.  Lending  to  Latin 
America  and  commercial  real  estate  de- 
velopers are  prime  examples.  Today's 
hot  opportunities  in  fee  activities  could 
be  ripe  candidates  for  tonwrrow's  mar- 
ket-share shoot-outs. 

Ri/  KelUy  HoUand  nt  ^eic  rork- 

FINANCE 


BANK  STOCKS: 
THE  FEAST  MAY  BE  OVER 


In  1992.  it  was  close  tu  impossible  to 
lose  money  in  bank  stocks.  Money- 
center  bank  stocks  rose  an  averajfe 
of  4591.  while  re^onal  bank  shares 
climbed  even  more.  There's  still  plenty 
of  fl;ood  news  around.  Banks  are  log- 
ging record  profits,  which  they  have 
used  to  clean  up  their  balance  sheets. 
But  many  industry  experts  are  start- 
ing to  flash  warning  signals. 

Last  week,  analysts  removed  buy 
recummendatioiis  from  Citicorp,  Bank- 
ers Trust  New  York,  NationsBank, 
PNC  Financial,  and  U.  S.  Bancorp.  The 
major  reason:  high  prices  Bank  stocks 
have  soared  mainly  because  of  surpris- 
ingly lush  profits  earned  from  the 
enormous  spread  between  the  high  in- 
terest rates  on  their  huge  portfolios  of 
Treasury  securities  and 
loans  and  the  low  rates 
they  paid  depositors. 
That  situation,  several 
analysts  say,  is  unlikely 
to  continue  in  190.3. 
"We  think  the  group 
will  perform  only  in  line 
with  the  market  in 
1993,"  says  Brent  Eren- 
sel.  an  analyst  at  UBS 
Securities  Inc.  who 
downgraded  all  the 
banks  but  Citicorp.  If 
short-term  interest 
rates  rise  and  banks'  profiL<(  fall  short 
of  investors'  lofty  expectations,  disap- 
pointed investors  could  desert  high- 
priced  bank  stocks  in  droves, 
m  Mcoai.  The  runup  in  bank  issues 
has  certainly  been  spectacular  (chart). 
Since  the  start  of  1991.  many  have 
more  than  doubled.  Citicorp  shares 
were  trading  on  Jan.  4  at  22Vi,  more 
than  twke  the  8H  they  reached  in  late 
1991.  Share  prices  of  other  troubled 
banks  abm  rocketed  upward  as  their 
earnings  improved.  Washington. 
D.  C.'s  Riggs  National  Corp.  ended 
1991  at  iVi,  but  traded  as  high  u  lOM 
on  Jan.  4.  In  the  same  period,  i4ew 
Jersey's  Midlanbc  Corp.  shares  went 
from  4Vi  to  \8%.  As  of  late  December. 
Fkielity  Investments'  regional  bank 
fund  was  the  year's  third-best  mutual- 
fund  performer,  rising  49.28%,  accord- 
ing to  Upper  Analytical  Services  Inc. 
Analysts  give  a  variety  of  explana- 
tions why  these  stellar  performances 
won't  be  repeated.  Judah  Kraushaar. 
an  analyst  at  Merrill  Lynch  &  Co.,  cites 
the  likelihood  of  rising  interest  rates 
and  continued  weak  loan  demand. 
That,  he  says,  means  investors  should 


limit  themselves  to  banks  that  arc  still 
cutting  costs  and  generating  strong 
revenue  growth.  He's  also  concerned 
about  slumping  real  estate  markets, 
and  notes  the  pressure  on  banks  by 
regulators  and  accountants  to  use  mar- 
ket values  instead  of  historical  prices 
to  account  for  their  loans  and  invest- 
ments. If  that  practice  becomes  a  re- 
quirement, the  reserves  at  some  banks, 
especially  those  that  have  valued  a  ma- 
jor portkin  of  their  assets  well  above 
market  levels,  couk)  look  skimpy.  That 
could  turn  off  investors. 

Other  experts  fret  about  the  quality 
of  banks'  assets.  Banks  have  been  se- 
curitizing  and  selling  off  high-quality 
k>ans,  particularly  mortgages  and  oth- 
er consumer  loans.  That  means  the  av- 
erage quality  of  what's 
left  on  their  books  is 
lower  than  it  used  to 
be — not  low  enough  to 
cause  a  debacle,  but 
certainly  enough  lo 
raise  questions  in  inves* 
tors'  minds  about  the 
unusually  high  price- 
earnings  multiples  that 
many  bank  stocks  are 
trading  at  these  days. 

But  only  a  few  con- 
trarians ajid  short-sell- 
ers predict  a  sharp  drop 
in  bank  stock  prices,  and  there  are  still 
plenty  of  optimists.  First  Boston  Corp. 
analyst  Thomas  Hanley  argues  that 
improved  capital  bases,  a  friendly  in- 
terest-rate environment,  and  the  pros- 
pect of  lots  of  bank  mergers  and  acqui- 
sitions should  drive  bank  stock  prices 
higher.  G.  Kenneth  Heebner  of  Capital 
Crowth  Management  says  bank  stocks 
are  still  trading  at  lower  p-e  multiples 
than  the  rest  of  the  market  "The  mar- 
ket is  trading  at  20  times  earnings,"  he 
says.  "A  bank  growth  stock  at  14  times 
earnings  is  cheap." 

Then  again,  for  most  of  the  '80s,  the 
^  multiples  of  bank  stocks  averaged 
just  60%  of  that  of  the  market  Cui' 
rently,  many  bank  stocks  are  trading 
at  1V4  times  book  value,  the  highest 
ratio  since  the  go-go  years  of  the  TOs. 
"I  would  think  it  would  be  difficult 
to  repeat  1992  in  1993,"  says  Bruce 
Herring,  a  portfolio  manager  at  Mdeli- 
ty.  Disaster  is  not  in  the  offing,  but  a 
growing  number  of  experts  worry  that 
mvestors  who  think  bank  stocks  are 
headed  for  the  moon  may  well  have 
their  heads  in  the  ckiuds. 

B)  KelUy  HotUiTut  m  New  York 
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Big  question  in  '94 — fees 


N.  PALM  BEACH.  FU.— More  ATM  card 
fees,  expansion  of  reianonship  pncing  to 
loans  and  secunaes.  and  reverse  mortgages 
are  in  the  cards  tor  1994.  according  to  a 
Bank  Rate  monitor  spot  check. 

"We  could  see  at  least  two.  if  not  three  new 
products,  one  of  which  may  be  the  first  pri- 
vate-sector, credit-line  type  of  reveise  mort- 
gage in  1994!"  declared  Ken  Scholen,  who 
heads  the  Center  for  Home  Equity  Conver- 
sion in  Apple  Valley.  Minn. 

Scholen  says  that  the  advent  of  a  private- 
sector,  reverse-raongage  credit  line  could 
remove  what  may  be  the  reverse  mongage's 
chief  impediment  Confusion  over  how  it 
works. 

Instead,  the  product  could  be  sold  like  a 
home  equity  credit  line  consumers  already 
know.  The  only  difference,  he  said,  is  dial 
with  a  reverse  mongage.  there  is  no  repay- 
ment due  until  the  customer  dies,  sells  the 
house  or  moves,  and  there  is 
a  certain  age  requirement  to 
qualify. 

"It's  probably  going  to  cost 
more  because  of  the  post- 
ponement of  the  redeem  fea- 
ture." Scholen  acknowl- 
edged. "But  this  really  re- 
flects what  customers  are 
looking  for." 

Fee  income  definitely  is  on 
the  mmds  of  bankers  polled 
as  lising  rates  threaten  to 
squeeze  margins  ui  1994. 

But  exactly  how  insQtuiioas 
will  raise  fee  income  is  a 
major  point  of  difference. 

James  Bvme.  exec  vp  for 
$ii-billion  bouitiem  Nauonal 
Bank.  wmston-Salem.  .N.C.. 
notes  that  tees  tor  ATM  cards 


aireaov  are  growing  and  could  be  an  area  thai 
boosts  fee  income. 

"But  other  man  thaL  I  don't  know."  he  said. 
"Banks  are  so  restricted  by  what  they're 
allowed  to  do." 

Execs  at  two  major  banks  countered  con- 
sumers have  grown  too  sensitive  to  nsing 
fees  to  boost  them  much  higher. 

Non-interest  income  via  non-bank  invest- 
ment alternatives,  as  well  as  more  relation- 
ships with  odier  providers,  provide  a  better 
long-term  so- 
lution to  the 
quest  fornon- 
interest    in- 
come,   said 
JohnPerkner. 
director    of 
prtxluct  man- 

(continued 

on  page  3) 


-39- 


236 

January  3, 1994 


Fees  trigger 
'94  debate 

(continued  from  page  1} 
agement  and  development  for  Bamett  Banks 
Inc.,  Jacksonville,  Fla. 

"It  could  be  in  the  credit  card  area,  retail 
banking,  consumer  lending,  brokerage  area, 
or  a  venture  on  financial  planning.  All  those 
concepts  are  out  there,  and  you'll  see  banks 
explore  them  more,"  he  said. 

Jay  Reardon,  senior  vp-retail  banking  for 
S 1 .8-biliion  Commerce  Bank  of  Kansas  City, 
Mo.,  says  that  rather  than  increase  fees,  his 
bank  will  make  certain  collection  rates  are 
what  they  should  be. 

"We  are  continuing  to  roll  out  annuity  and 
mutual  fund  sales  in  branches  in  Kansas  City 
and  surrounding  areas,"  he  said.  "We  will 
aggressively  be  lending  to  consumers  botli 
on  the  installment  side  and  to  small  to  mid- 
size businesses.  We've  got  a  significant  push 
on  small-business  lending  we're  really  going 
to  focus  on  in  1994." 

Reardon  says  he  also  plans  to  introduce  a 
debit  card  this  month,  and  will  continue  charg- 
ing no  closing  costs  on  Commerce's  home 
equity  products. 

And  Edward  E.  Furash,  chairman  of  Furash 
&  Co..  a  Washington,  DC.  consulting  firm, 
says  that  there  is  likely  to  be  more  "clarity"  in 
fees.  A  late  payment  fee,  he  said,  is  an  ex- 
ample. 

'  "Right  now  there  is  a  lot  of  concern  among 

I  consumer  groups  tnat  see  tees  are  hidden  and 

not  obvious, '  he  warned.  He  also  predicts 

more  relationship  pricing  aimed  at  getting 

the  30-to-40  year-old  borrower. 

"I  don't  see  banks  being  terribly  aggressive 
in  raising  rates  unless  they've  got  some  really 
strong  opportunities  for  loan  demand,"  Furash 
said. 
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Here's  how  to 

FEEEVCO 


In  a  time  of  increasing  regulatory  and 
business  expenses,  as  well  as  re- 
duced loan  demand,  more  and  more 
savings  mstitutions  are  successfully  cast- 
ing for  increased  fee  income  to  improve 
Uie  bottom  line. 

Financial  companies  are  emphasiz- 
ing fee  income  because  it  tends  to  pay 
better  tJian  spread  income."  says  Larr>' 
Vitale.  vice  president  for  Kemper  Securi- 
ties Group,  Chicago 

Among  the  key  areas  in  which  institu- 
tions are  adding  or  increasing  fees: 
checking,  automated  teller  machines  and 
telephone  information  lines. 

lo  so  doing,  fee  income  is  increasing 
as  a  percentage  of  assets  —  on  average 
—  from  17  basis  points  in  1989  to  27 
basis  points  dunng  the  first  half  of  1 99 1 . 
according  to  William  Ferguson,  presi- 
dent and  chief  executive  officer  of 
Ferguson  and  Company.  Dallas. 

Some  institutions  are  doing  even  tiet- 
ter.  contends  (?alph  Haberfeld.  president 
of  Haberfeld  Associates.  Lincoln.  Neb., 
who  advises  Institutions  on  checking 
account  marketing  and  profitability  A 
handful  of +iis  clients  are  earning  100 
basis  points  in  fees  as  a  percentage  of 
assets. 

Haberfeld  attributes  the  high  level  of 
lee  income  to  increased  tolerance  for 
overdrawn  accounts. 

Non-sufficient  fund  charges  can  ac- 
count for  37%  of  total  fee  income  and 
85*  of  checking  fee  income.  Haberfeld 
says. 

Some  institutions  are  adding  to  their 
fee  income  by  charging  more  than  the 
NSF  fee  to  honor  checks  on  overdrawn 
accounts. 

Newlv  instituted  fees  are  another  im- 
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portant  source  of  fee  income  for  many 
institutions. 

According  lo  Fee  Income  Report. 
Storm  Lake.  Iowa,  some  1 49  different 
fees  are  being  levied  by  the  nation's 
savings  institutions  and  commercial 
banks.  That's  up  from  96  sources  of  fee 
income  in  Decemtier  1989. 

Moreover,  new  services  are  being 
offered  or  considered  —  along  wnth 
additional  fees  lo  support  them 
and  contribute  lo  profits. 

"As  long  as  we  are  providing  a  ser- 
vice for  which  a  customer  perceives 
there  is  a  value,  it's  appropriate  to 
charge  a  fee. "  says  Tom  Cusick,  presi- 
dent and  chief  operating  officer  for  TCF 
Financial  Corporation,  Minneapolis. 

Some  fees  are  still  gaining  acceptance 
among  savings  institutions,  while  com- 
mercial banks  have  charged  for  the 
services  for  several  years. 

Traditionally,  according  to  Ferguson, 
savings  institutions  "give  services  away 
and  commercial  banks  charge  for 
them " 

But  these  lough  times  have  even  the 
commercial  banks  adding  fees  to  cover 
increased  expenses  and  boost  profits. 

To  get  a  line  on  current  fee  income 
strategies.  SI  talked  to  several  savings 
institutions  about  their  fee  structures 
and  philosophies. 

NSF  fees  fuel  income 

Generall>'.  customers  who  habitually 
bounce  checks  are  often  avoided,  due  to 
potential  credit  risks.  But.  increasingly, 
these  customers  are  being  embraced  by 
savings  institutions  as  an  important 
source  of  lee  income. 


-41- 


238 

Charging  for  services 
from  ATMs  to 
checking  lands  new 
profits  to  boost 
tiie  bottom  line 


While  some  institutions  still  abhor  the 
idea  of  customers  writing  several  checks 
without  having  sufficient  funds  to  cover 
them,  others  are  earning  more  than 
$4,000  annually  per  accounts  that  are 
habitually  overdrawn. 

For  instance.  United  Postal  Savings, 
St.  Louis,  projects  checking  fee  income 
to  be  at)out  $7.3  million  in  1991.  with 
about  85*,  of  that  attributable  to  NSF 
fees. 

"As  long  as  [customers]  bring  their 
accounts  up  to  date  within  45  days,  we 
won't  close  them."  says  Sandra  Laramie, 
vice  president  of  operations. 

St,  Louis-area  commercial  banks  m\\ 
quickly  close  out  a  habitually  overdrawn 
account,  according  to  Laramie, 

In  contrast.  United  Postal  is  more 
than  happy  to  open  an  account  and 
collect  significant  NSF  fees  from  that 
same  customer. 

REONEDroUCY 

Supenor  Federal  Bank  FSB.  Fori 
Smith,  Ark,,  exceeded  $500,000  in 
monthly  fee  income  for  the  first  time  in 
October,  which  Gordon  Frank,  senior 
vice  president  of  retail  banking,  attrib- 
utes to  continued  refinement  of  the      , 
institution's  NSF  policy,  -  ' 

"We  saw  this  coming,"  says  Frank. 
"We  began  playing  with  our  NSF  toler- 
ances a  little  more  than  two  years  ago. 
We  found  that  the  more  we  increased 
tolerances,  the  more  we  increased  our 
NSF  fee  income." 

At  first  blush,  such  a  litieral 
policy  regarding  overdrawn 

^accounts  would  seem  to  be  the  key 

to  significant  losses.  However,  only 
8%  of  United  Postal's  NSF  fees  go 


uncollected,  according  to  Laramie 

Supenor  Federal's  accountants  were 
concerned  about  huge  losses  when 
Frank  adopted  the  institution's  policy  of 
being  more  tolerant  of  NSF  checks.  But 
charge-offs  have  remained  stable,  while 
NSF  fees  have  soared 

"We  charged  off  $300,000  for  closed 
accounts  last  year  but  took  in  $5,3 
million  in  NSF  fees.  I'll  take  that  kind  of 
trade-off  any  day. "  Frank  says 

Sup)enor  Federal  allows  some  cus- 
tomers to  write  up  to  75%  of  their 
average  balance  in  NSF  checks  before 
the  institution  starts  returning  checks, 
compared  to  a  $50  limit  two  years  ago 

HISTORY  IMPORTANT 

By  adding  account  history  information 
to  Its  NSF  tolerance  calculation.  Superior 
Federal's  policy  is  less  risky  now  than  it 
was  with  the  lower  limit,  according  to 
Frank 

United  Postal  also  charges  $15  for 
stopped  checks.  Charging  anything  less 
than  the  NSF  fee  would  prompt  custom- 
ers to  slop  payment  on  overdraft  checks 
rather  than  pay  the  NSF  fee.  thereby 
reducing  the  institution's  fee  income. 
Laramie  says 

According  to  Haberfeld,  it's  a  "lifestyle 
decision"  that  prompts  some  customers 
to  always  txjunce  checks. 

However,  United  Postal  hasn't  taken 
the  next  step  that  boosts  checking  fee 
income  for  institutions  like  Eureka 
(Kan,)  Federal:  Charging  an  additional 
fee  to  cover  NSF  checks 

"We  feel  that  if  we  pay  the  item,  we 
assume  additional  risk, "  says  Alan  Hog- 
gatt,  assistant  vice  president  and  check- 
ing operations  manager  at  Eureka,  "A 


customer  feels  there  is  some  value  in 
having  the  item  paid  rather  than  re- 
turned, so  he  doesn't  mind  the  $18 " 

Though  there  are  increased  risks  with 
such  a  policy,  there  also  are  increased 
rewards  in  terms  of  fee  income. 

Eureka  has  increased  the  number  of 
checking  accounts  it  holds  since  il  started 
charging  more  for  honoring  checks  than 
for  returning  them.  As  a  result,  the  in- 
stitution can't  calculate  the  exact  amount 
of  extra  income  generated  by  the  policy 
change,  Hoggatt  says. 

Eureka  uses  internal  guidelines  like 
an  accountholder's  credit  history,  tenure 
as  a  customer  and  similar  measures  to 
determine  what  checks  to  honor 

Vermont  Federal  Bank  FSB,  Williston. 
has  gone  a  step  further  to  charge  $1  a 
day  for  an  overdrawn  account.  The  fee 
starts  once  an  account  has  been  over- 
drawn five  days, 

HIGHER  MINIMUM  BALANCES 

For  several  years,  Vermont  Federal 
and  most  other  institutions  have 
charged  fees  when  accounts  fall  below 
established  minimum  balances. 

While  most  institutions  have  not  in- 
creased the  fees  themselves,  they  have 
raised  minimum  balance  levels  in  order 
to  increase  fee  income 

Check  printing  is  another  fee  tradi- 
tionally charged  by  financial  institutions. 
Some  institutions  earn  as  much  as  $2.41 
per  account,  while  others  |ust  break 
even,  according  to  Haberfeld 

In  the  past  few  years,  savings  institu- 
tions have  had  to  compete  with  a  new 
market  force  to  retain  this  fee  income. 

Check-printing  services  offered 
through  direct  mail  and  magazines  have 
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grown  over  the  last  several  years. 

Though  still  a  small  part  of  the  mar- 
ket, non-traditional  check  printing  ser\'- 
ices  may  capture  some  business  from 
printing  companies  that  work  through 
financial  institutions.  If  that  should  oc- 
cur, institutions  could  lose  the  mark-up 
on  the  checks. 

To  avoid  losing  the  check-printing  fee. 
some  institutions  are  Imposing  an  "alien 
media  fee"  for  non-institution  checks 
that  are  rejected  by  the  Institution's 
check  scanners 

ATMs  generate  cash 

Automated  teller  machine  fees  are 
charged  by  most  savings  Institutions, 
with  some  collecting  payments  in  monthly 
installments. 

Those  who  charge  an  annual  or 
monthly  fee  say  that  it's  more  palatable 
to  the  customer  than  a  per-transaction 
fee. 

Annual  fees  typically  range  between 
$12  to  $15.  with  per-transaction  fees  at 
about  25C. 

Moreover,  customers  attach  more 
value  to  ATM  cards  if  they  pay  for  them. 
ATM  fee  chargers  contend. 

Shortly  after  institulmg  an  annual 
transaction  fee  of  $12,  several  Vermont 
Federal  customers  turned  in  their  ATM 
cards,  but  ATM  transactions  still  rose  by 
19%. 

However.  TCFs  Cusick  sees  a  flat  fee 
as  more  of  a  "penalty"  for  having  the 
card  and  a  per-transaction  fee  as  the 
cost  of  convenience. 

"We  have  350  ATMs  that  are  available 
24  hours  a  day.  seven  days  a  week." 
Cusick  states.  "Our  customers  feel  that 
convenience  is  worth  a  quarter " 

Some  institutions,  however,  still  allow 
their  customers  to  use  ATMs  without  an 
annual  or  transaction  fee.  but  charge  up 
to  $1  per  item  for  foreign  transactions 
— withdrawals,  deposits  and  other  busi- 
ness conducted  at  other  financial  institu- 
tion ATMs. 

"A  lot  of  institutions  in  our  market 
don't  charge  any  ATM  fees. "  says  Mark 
Mitchell,  senior  vice  president  of  First 
Federal  Bank.  Waterbury.  Conn.  "We're 
one  of  the  few  that  charges  a  foreign 
transaction  fee  " 

Waterbury  charges  customers  75C  for 


each  transaction  done  via  a  different 
ATM  system  like  Cirrus. 

That  fee  not  only  covers  the  switching 
lee  that  Waterbury  must  pay  to  the 
operator  of  the  foreign  ATM  machine 
but  also  gives  Waterbury  a  small  profit 
each  time  a  customer  uses  a  foreign 
ATM. 

FDIC  boost  tiikes  fees 

Financial  institutions  insured  by  the  Fed- 
eral Deposit  Insurance  Corporation's 
Bank  Insurance  Fund  started  paying 
increased  premiums  on  July  1 . 

Several  Institutions  are  trying  to  re- 
cover those  costs  through  a  combination 
of  increased  fees  charged  to  their  cus- 
tomers. 

But  Vineyard  National  Bank.  Rancho 
Cucamonga.  Calif .  recently  instituted  a 
$1.68  monthly  lee  per  account  to  re- 
cover its  entire  FDIC  cost.  The  "FDIC 
assessment  fee "  is  listed  on  customer 
statements. 

Other  institutions  impose  lees  of  up  to 
$25  per  account  for  setting  up  new 
accounts,  while  some  institutions  charge 
fees  for  maintaining  accounts  that  are 
inactive. 

First  Federal  Bank.  Waterbury.  Conn., 
charges  $3  per  quarter  for  any  account 
that  is  inactive. 

While  this  fee  adds  little  to  the  institu- 
tion's bottom  line,  it  helps  to  regulate 
and  monitor  inactive  accounts.  Mitchell 
says. 

Other  service  fees  that  some  institu- 
tions charge  include  closing  an  account 
before  a  specified  time  period,  and  pro- 
viding account  research  and  account 
history  pnntouts. 
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Services  build  revenue 

Several  institutions  are  finding  potential 
profits  in  charging  fees  for  services  ren- 
dered in  mortgage  origination  and  serv- 
icing, account  information  and  a  vanetv' 
of  other  areas. 

Though  demand  for  new  loans  is 
sluggish,  low  interest  rates  have  ignited  a 
;  I  re  in  the  refinancing  sector,  according 
'■  I  TCFs  Cusick. 

Most  savings  institutions  that  have  yet 
III  expand  services  and  associated  fees 
have  had  to  rely  on  increased  mortgage 
servicing  income  to  increase  fee  reve- 
nue, says  Kemper's  Vitale. 

Mortgage  bankers  are  considering  add- 
ing an  escrow  handling  fee  to  offset 
potential  loss  of  income  If  Congress 
adopts  legislation  requinng  lenders  to 
pay  consumers  interest  on  escrow  bal- 
ances. 

INFORMA'nON  CAIXS 

Republic  Capital  Bank  FSB.  Milwau- 
kee, installed  a  voice  response  system  in 
1988  to  offer  customers  Information  on 
account  balances,  mortgage  rales  and 
other  products  and  services.  24  hours  a 
day. 

The  first  10  calls  each  month  are  free, 
however,  customers  who  call  daily  pay 
for  the  service.  Some  callers  pay  as 
much  as  $4  to  $5  a  month  in  Pnvate 
Access  Line  charges. 

Once  a  customer  calls  into  the  system, 
unlimited  inquines  can  be  made,  says 
Susanne  Auer.  vice  president  for  deposit 
administration. 

Republic  Capital  charges  50C  per 
information  call  after  the  free  calls. 

Even  with  the  fee.  calls  to  the  institu- 
tion increased  once  the  information  line 
was  installed,  according  to  Auer. 

Institutions  are  currently  charging  a 
wide  vanety  of  additional  fees  for  gen- 
eral services,  many  of  which  are  still 
relatively  new. 

Among  the  new  fee  income  wrinkles: 
charges  for  failing  to  use  an  imprinted 
deposit  ticket,  commercial  account  anal- 
ysis, couner  service,  counter  checks, 
signature  guarantee,  envelope  insertion, 
counseling,  tax-planning,  business  trend 
analysis,  video  camera  rental  and  in- 
come tax  refund  anticipation  loans.  S 
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VOL  CLVIIINO  179 


ATM  Fees  Rise 
For  Usage  at 
Customer's  Bank 

ByMATTBAHTHEL 

Pushing  to  make  automated 
Idler  machines  a  bifger  revenue 
gOKraior.  many  financial  insti> 
tutions  arc  raising  the  fees  they 
charge  their  customers  to  use  a 
proprietary  ATM. 

The  average  fee  for  "on-us" 
transactions  -  which  result  from 
customers  using  an  ATM  owned 
by  the  same  bank  that  issued  the 
card  -  rose  over  4 1  %t  to  4 1  cents 
from  29  cents,  according  to  re- 
search by  Spcer  &.  Associates,  a 
bank  technology  consulting 
firm 

While  only  about  a  quarter  of 
ail  hanks  charge  for  on-us  trans- 
actions, the  willingness  among 
that  group  to  in- 
crease existing 
fees  supports 
the  belief  that 
bankers  are  be- 
coming  more 
eater  to  squeeze 
profits  from 
their  ATM  ser- 
vices than  they 
have  been  in  the 
put. 

**Most  rinan- 
cial  institutions 
(in  the  past)  have  given  the  pay- 
ment system  delivery  an  opera- 
tional rule  and  have  not  paid  a 
lot  of  attention  to  it  as  a  poten- 
tial source  of  fee  income  or  as  a 
line  of  business."  said  David  M. 
Van  Lear,  chairman  and  chief 
executive  of  Electronic  Payment 
Services  Inc..  based  in  Wilming- 
ton. Del 


ADirrerentTaek 

"Now.  we  are  seeing  a  lot  of 
people  rethinking  their  strategy, 
and  as  they  do  that  I  think  they 
are  looking  at  what  the  revenue 
opportunities  are." 

The  fact  that  banks  are  look- 
ing to  their  ATMs  for  profits 
comes  as  little  surprise.  For 
years  bankers  viewed  the  elec- 
tronic banking  terminals  as  a 
means  to  reduce  operating  costs. 
The  idea  was  to  divert  basic 
transactions  like  cash  withdraw- 
als to  a  delivery  mechanism  that 
would  allow  a  reduction  In  the 
numbers  of  live  tellers. 

As  has  been  well  documented. 

y Mtjyv^t  lyyg  thcgj. 

WriliCn  lOrlMHmrOTI  QHVHW 
saipt  Despite  the  fact  that  US. 
banks  operate  almost  90.000 
ATMs,  most  financial  institu- 
tions have  not  significantly  re- 
duced their  teller  force. 

Expeaae  Gtnenlor 

In  fact,  there  are  those  that  ar- 
gue that  ATMs  have  actually  in- 
creavd  bank  eiipenscs  by  creat- 
ing a  whole  new  set  of 
transactions  to  process  and 

supp<w^t 

Hut  while  hanks  arc  highly 
pfoicviivc  ul  their  clccironic 
hanking  revenue  figurrt.  there 

Srrivmpatenl 
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are  indicaiiolft  ihai  fifMincial  in- 
stiiutions  have  finally  Tigured 
out  how  to  make  money  from 
their  ATM  busincM:  by  raising 

"The  Tint  charges  were  really 
on    shared   transactions   where 
hanks    had    a 


\«ry  real,  very 
Ixplicit  per- 
transaction 
cost  in  a  lot  of 
cases."  said  Richard  Kisida.  a 
spokesman  for  Atlanta-based 
Spccr  &  Associates. 

-Once  they  discovered  tfcat 
customers  were  fairly  receptive 
lo  paying  a  reasonable  charge  for 
ATM  transactioni.  they  began 
charging  for  on-us  transactions 
as  well." 

Be«aoMiMeSprea4 
Spcer  &  Associates  declined 
to  furnish  information  on  the 
average  cost  per  ATM^^RnMC- 
tion  to  financial  institutions,  cit- 
ing confidentiality  agreements 
vwiih  their  survey  participants. 

However.  Mr.  Kisida  indicat- 
ed that  the  average  spread  be- 
tween ATM  transaction  costs 
and  the  price  charged  to  con- 
sumers IS  currently  "reasonable 
and  appropriate." 

Pe««P»yforProgru» 

According  to  the  Speer  study, 
which  was  baaed  on  responses 
from  102  financial  intiituiions 
that  operate  roughly  25%  of  the 
nation's  ATMs,  the  avenge  we 
charaed  for  an  on-u»  withdrawal 
from  an  ATM  was  40  cents.  The 
same  transwnion  done  by  con- 
sumers at  an  ATM  not  owned  by 
their  bank  carried  an  average  fee 
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or93  com.  the  study  fbuad. 

As  wu  noted  Otfiter.  the  study 
fouiKl  that  the  fees  for  on-us 
iransactKxis  have  risen  dnmati- 
cally  over  last  year.  The  leport 
expiains  the  rise  as  evidence  that 
banks  ~aie  now  kiokint  for  their 
customers  to  support  their  ATM 
prograntt."  ^ 

There  is  more  evidence  in  the 
rcpoir  to  suppon  this  claim. 
While  the  majority  of  \TM  fees 
take  the  form  of  per  transaction 
charges,  some  institutions  are 
charging  an  annual  ATM  card 
fee.  The  annual  fees  range  from 
S6  to  S I S  per  year,  with  an  aver- 
age annual  fee  weighing  in  at 


about  SI2. 

About  1 2%  of  the  survey  re- 
spondents charge  aBnual  card 
fees,  and  while  some  experu  fed 
such  a  siraiegy  is  a  good  one. 
others  say  annual  fees  aie  more 
likely  to  alienate  consumers 
than  per  transaction  chaises. 

VolaaeliaiU 
Experts  also  caution  that  there 
IS  a  threshold  beyond  which 
iransaaion  charges  begin  to  neg- 
3tivcl>  impact  transaaion  vol- 
ume. Most  financial  institutions 
find  that  the  highest  they  can 
charge  without  some  backlash  is 
S I  per  iransactMMi. 


But  even  if  tramacton  fees 
never  go  any  higher,  the  nsiag 
volume  of  transactions  at 
ATMv  as  well  as  new  debii 
transactions  coming  from  potnt 
of  sale  terminals,  bodes  well  far 
the  electronic  banking  businesa. 

According  to  Speer.  the  aver- 
age number  of  monthly  transac- 
tions per  ATM  grew  21%  last 
year  firoro  S.OOO  in  1991  to  over 
6.000  in  1992. 

In  addition,  the  survey  partic- 
ipants indicated  that  they  expect 
to  expand  their  debit  card  base 
b\  7%  in  1993.  which  win  help 
boost  the  number  of  transaction 
accounts  by  14%.  U 
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ATM  Fees,  Still  Rising, 
Study  by  ABA  Confirms 


•ByMATTBARTIIEL 


Bankers  are  charging  custom- 
ers more  than  ever  before  to  use 
automated  teller  machines,  fig- 
ures from  the  American  Bankers 
Association  confirm. 

But  it  still  isn't  clear  whether 
the  rising  ATM  charges  are  help- 
ing to  bolster  bank  profitability. 

According  to  the  ABA's  annu- 
al retail  banking  study,  the  aver- 
age fee  for  a  demand  deposit' 
withdrawal  through  an  ATM  is 
"30  cents  when  the  ATM  is 
owned  by  the  customer's  bank 
and  $1  when  the  transaction 
originates  at  another  bank's 
machine. 

Two  years  ago,  banks  were 
charging  about  27  cents  and  85 
cents  respectively  for  these 
transactions.  In  1986,  fees  were 


More  bankers  may 
be  looking  at  ATM  > 
charges  as  a  means 
of  increasing^ 


profitability. 


other  indirectly  related  savings- 
such  as  branch  closings  and  tell- 
er staff  reduction,  continue  to 
convince  many  bankers  that 
ATMs  still  function  best  as  ,)#■ 
livery  mechanisms  rather  than 
sources  of  revenue. 

Is  It  Appropriate? 

"I'm  not_sure  that  it's  appro- 
priate to  loolc^t  ATMs  as  profit 
generators."  s/id  Gary  Roboff,  a 
vice  president  at  Chemical 
Banking  Corp.,  which  owns 
about  1 ,000  ATMs.  "When  you 
do  a  [live]  teller  transaction  do, 
you  ask  what  kind  of  money  it's 
earning?" 

However,  as  Mr.  Roboff  ac- 
knowledges, reducing  operation- 
al costs  IS  not  as  simple  as  get- 
ting customers  to  do  their  basic 
banking  on  ATMs  rather  than'at 
the  teller  window. 

Customers  who  might  with- 
draw $200  in  one  'transaction 
with  a  teller  are  likely  to  make 
three  or  four  separate  withdraw- 
als to  get  the  same  -Amount  of 
money  through  ATMs. 

Within  electronic  banking  cir- 
cles, the  phenomenon  of  the 
ATM  generating  its  own  trans- 
actions is  not  news.     < 


even  lower  20  cents  for  an  "on-  AWarmlngTrend 

us"  withdrawal  and  62  cents  for         But  observers   said   the   fact 
an  interchange  withdrawal.  that  ATM  transaction  fees  are 

Charges-JiBi>  other    transac-  -rising  indicates  that  an  increas- 
tions.  such  as  balance  inquiries,-    '"8  number  of  institutions  are 


have  also  risen. 

Experts  said  consumer  sur- 
veys .have  long  indicated  that 
bank  customers  are  willing  to 
pay  up  to  a  dollar  for  the  ser- 
vices delivered  by  automated 
banking  machines. 

Cost-Cutting  Device 
However,  bankers  historically 
have  viewed  the  ATM  as  a 
means  for  cutting  branch  operat- 
ing costs  rather  than  as  a  source 
of  revenue. 

According  to..the  Mentis 
Corp.,  Salisbury,  Md.,  the  opera- 
tional cost  of  an  ATM  transac- 
tion averages  between  30  cents 
and  50  cents,  depending  on 
whether  ihc  ATM  is  a  bonk- 
owned  machine  or  a  shared  tcr- 
minwl 


warming  to  the  idea  of  profiting 
from  their  _  electronic  banking 
devices. 

Observers  salJl  that  the  rising 
ATM  charges  are  part  of  the 
banking  industry's  response  to 
sagging  lending  income,  and 
many  predict  that  fees  will  rise 
even  further  in  the  next  few 
years.  ^  j 

"It  is  an  established  fact  that 
people  are  willing  to  pay  for  an 
interchange  transaction,"  said 
Catherine  Cond,  president  of 
CBond  &  Co.,  Hartford,  Conn.  | 
"Bankers  are  now  saying/At  the 
very  least,  let's  recover  our  out- 
of-pocket  expense  for  this,'  and  I 
take  thai  as  a  good  sign."  I 


However,    few    bankers    are; 

willing  to  talk  about  whether  the  : 

*  'strttegy  is'psymg  oii.'^Yna'cx^ 

By    contrast,    a    transaction     perts  said  it  may  be  several  years ; 

handled  by  a  liVe  teller  has  an     before  the  bottom  line  effect  of 

average  cost  of  $1.06.      *  these  higher  fees  is  made' 

These  figures,  considered  with     public.  D 
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No-Teller  Retail  Transactions 
Seen  Hitting  40%  by  Yearend 


llyMATTllAltTHKL 


By    the    end    of    1993.    US. 

banks  will  have  shifted  40%  of 

consumer  iransacimns   into  al- 

I   icmanvc  mechanisms  such  as 

I   automated    Idler    machines,    a 

management  consulimg-rirm  is 

,   predict mg. 

The  indutiry  already  has 
moved  3(1%  ol'oritinary  branch 
innMciions  inio  electronic  iir 
M.-l|.MTvur  niiHles,  aivnrtliiig  to 
'liiwiTs  IVrnn.  Ilie  New  ^n^k- 
havitl  finii  thai  iiKtde  (he  -MfK. 
pR-dictiun  for  IW3. 

The  prediction  is  part  ofa  sce- 
nario of  technology  and  consoli- 


dation thai  includes  a  sizable  re- 
duction in  the  work  forces  of 
depository  institutions.  In  its 
N"*^  Year  project  ions  12 
months  ago.  Towers  Pemn  said 
100.000  banking  jobs  would  be 
lost  in  1942  alone. 

That  estimate  proved  too 
high.  David  M.  Partridge,  vice 
prcsideni  and  dirrcicr  of  Towers 
Pcmn's  finanoal  institutions 
praetue.  ^ntd  the  actual  decline 
was  KH.(HH)  over  two  youn.,  ailtl 
ilnwtiM/iitK  will  slow  111  I'J'J.V 

lawcfs  IVmn's  cxpcxtaliitn 
for  self-service  iransaciions  this 


.^rr  NO-TELUR  pagf  3 


No-Teller  Transactions 
Seen  Hitting  40%  in '93 


Continued  from  page  I 
year  seems  more  likely  to  be  re- 
alized, given  the  industry's  de- 
velopment and  promotion  of 
ATM  networks,  automated 
clearing  houses,  telephone  bank- 
ing, and  even  remote  dnve-up 
branches. 

For  example,  the  1992  retail 
operations  and  automation  sur- 
vey by  the  American  Bankers 
Associationshowed  the  number 
of  financial  institutions  offering 
.  telephone  services  will  more 
than  double  in  the  neM  two 
years. 

"While    bankers    have    been 


Branching  Out 

Percentage  of  banks  currently 

offering  or  planning  to  ofler  py 

1994  oft-premise  retail  services 

Cumntty     PUnto 


Automated 

teller  machines 


poim-of-ute 


21.0       9.6 


Sourca   Anwncwi  Bankan  AuocMion 


Bankers  are  said  to 
be  getting  serious 
about  alternative 
delivery  methods. 


toying  with  aliemaiivc  delivery 
for  years,  they're  now  getting  se- 
rious, plotting  strategies  to  re- 
duce in-branch  transactions  by 
30%  to  50%."  Mr.  Partridge  said. 

Service  Void 

The  removal  of  routine  trans- 
actions allows  branch  staffs  to 
r(»riis  nn  what  Mr.  Parirulgc 
taltftl  ■'Irfc-cvt-nt-iriKK'."'"''''  '''■■• 
tailing  of  morti;um.i.  invcit- 
mcnis.  and  other  loans."  which 


require  more  personal  attention 
and  yield  higher  profits. 

He  pointed  out  thai  the  de- 
crease in  banking  industry  em- 
ployment -  37,604  jobs  in  the  1 2 
months  thai  ended  Sept.  30.  ac- 
cording 10  the  Federal  Deposit 
Insurance  Corp.  -  creates  a  ser- 
vice void  that  machine  and  self- 
service  banking  can  fill. 

"Clearly,  there  is  a  link  be- 
tween the  reductions  in  jobs  and 
the  rise  of  alternative  delivery 
methods."  said  Mr.  ParindEC. 

He  acknowledged  that  most 
institutions  of  any  size  have  al- 
ready implemented  some  alter- 
native delivery  products.  Get- 
ting the  shift  to  •10%  would  be 
the  result  of  mcreased  aggres- 
siveness. 

There  are  several  -ways  lo 
move  routine  transactions  such 
as  cash  withdrawals  and  balance 
inquiries  away  from  teller  win- 
dows. One  IS  to  charge  custom- 
ers a  fee  whenever  they  go  to  a 
live  teller  for  a  transaction  that 
can  be  handled  electronically. 

Public  Relations  Nightmare 

But  as  many  bankers  learned 
the  hard  way.  charging  for  what 
was  once  free  can  be  a  public  re- 
lations nightmare. 

A  less  risky  alternative  would 
be  to  create  positive  incentives 
to  use  ATMs  and  other  electron- 
ic banking  services. 

"It  could  be  anything  from 
dispensing  coupons  for  free 
bank  services  through  an  ATM 
to  creatively  pricing  ATM  sci;_ 
vices."  said  Catherine  Bond, 
president  of  CBond  &.  Co.,  a 
Hartford.  Conn. -based  consul- 
tant. "The  key  is  to  gel  custom- 
ers to  want  to  do  the  transac- 
tions that  arc  good  for  the  bank's 
bottom  line." 

Towers  Pcmn  offered  no  esti- 
mates of  how  much  the  banking 
industry  will  spend  to  increase 
the  emphasis  on  alternative  de- 
livery systems. 

But  ihc  ABA  survcysupporls 
(he  view  that  bankers  plan  lo  ex< 
pand  their  commitments  lo  self- 
service. 

"Our  survey  has  revealed  an 
impressive  expected  growth  in 
technologies  which,  taken  to- 
gi-lliiT,  nlVi-r  fiilly  niitiMnalcd 
niutinc  banking  vcrvitcs."  sjid 
the  ABA  report.  (See  table.)     D 
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Technology/Operations  News 


UJB  Considering  Fees 
For  Teller  Transactions 


llyMATTHAIITIIF.I. 


UJB  Financial  Corp.  is  con- 
'  sidcnng  whelhcr  to  charge  cus- 
tomers for  using  tellers  or  cus- 
tomer service  personnel  instead 
of  opting  for  electronic  hanking 
systems. 

In  the  fee  scheme  being  con- 
sidered at  Prjnceton,  N.J. -based 
UJB  Financial  -  parent  of  Unit- 
ed Jersey  Rank  -  customers 
would  he  charged  $  I  foe  domg  a 
•  basic  withdrawal  or  deposit  at  a 
hve  teller. 

.According  lo  UJB  executives 
who  asked  not  to  be  identified, 
.  there  would  also  be  a  charge  on 
telephone  banking  transactions 
if  the  caller  opted  to  have  a  cus- 
tomer,ser,vice  representative 
dole  out  information  thai. is  ac- 
cessible through  an  automated 
voice-response  system. 

A  basic  withdrawal 

or  deposit  using  a 

teller  instead  of  an 

ATM  would  cost  $1. 


Such  fees  would  be  aimed  not 
so  much  at  raising  revenue  as  at 
cutting  operational  costs  by  per- 
suading customers  lo  move  to 
electronic  delivery  mechanisms 
such  as  automated  teller  ma- 
chines and  telephone  banking.  "'" 

Transactions  executed  by 
automated  devices  c'arry  signifi- 
cantly lower  handling  costs  than 
those  involving  human  inter- 
vention. 

While  the  strategy  being  con- 
sidered by  S13  billion-asseiUJB 
IS  not  a  new  one  -  Citicorp  and 
Union  Planters  National  Bank 
in  Memphis  are  among  institu- 
tions that  have  tried  and  can- 
celed similar  programs  -  UJB's 
interest  in  a  the  fees  has  renewed 
the  debate  over  the  best  way  to 
/Squeeze  bottom  line  results  from 
automated  banking  products. 

■Still  Considerable  Debate' 
"I  consider  the  fact  that  banks 
are  taking  a  firm  position  on  this 
issue  lu  1h-  ;i  goint  sign,  liut  there 
IN  still  i»iiiMtlrral)le  dcliiile  over 
what  the  most  successful  ai> 
proach  is."  said  Catherine  Bond, 
an  electronic  banking  marketing 
specialist  based  in  Hartford, 
Conn. 

According  to  Ms.   Bond  and 
others  who  track  the  ATM  in- 


dustry, the  discussion  boils 
down  10  whether  an  msitlulion 
chooses  to  emphasize  the  reve- 
nue-gathering or  cost-cutting  V 
powers  of  its  .ATMs. 

Charging  customers  for  mak- 
ing "contact  with  a  teller  clearly, 
demonstrates  a  commitment  to 
cost  cutting,  she  said. 

The  general  idea  behind  this 
strategy  is  sound  from  an  ac- 
countant's pierspective:  a  live 
teller  tra'nsaciion  is  estimated  to 
cost  the  average  bank  bciwccn 
75  cents  and  SI. 50  while  ATM 
transactions  cost  only  35  cents 
to  75  cents. 

Two  Ways  to  Front 

Assuming  that  the  penalties 
actually  move  people  away  frOm 
the  teller  line,  banks  can  save 
money  on  branch  expenses 
while  at  the  same  time  increas- 
ing account  balances,  according 
to  Carmody  &  Bloom,  a  consul- 
tancy in  WoodclifT  Lakes,  N.J. 

According  to  the  firm's  re- 
search, demand  deposit  account 
balances  of  ATM  users  average 
$300  to  $600  higher  than  the  bal- 
ances of  customers  who  frequent 
tellers.  The  larger  account  bal- 
ances are  based  on  the  fact  thai 
the  average  withdrawal  at  an 
ATM  is  vastly  smaller  than  the 
average  teller  window  iransac- 
tionr  -  • 

However,  critics  are  quickjo^ 
point  out  that  these  balance 
numbers  have  a  negative  side. 
Since  customers  using  ATMs 
withdraw  less  money  per  trans- 
action, they  typically  make  mul- 
tiple visits  to  the  machines  to  ac- 
quire the  same  sum  of  money 
that  they  would  pick  up  in  one 
visit  to  a  live  teller. 

Expenses  Cut  into  Savings 

The  processing  costs  incurred 
by  these  frequent  visits  can  ob- 
viously detract  from  the  overall 
cost  savings  that  a  bank  expects 
from  getting  the  customer  to  use 
an  ATM. 

Des^ie  these  drawbacks, 
some  observers  believe  that  fees- 
designed  to  discourage  custom- 
ers from  using,  hum^n' beings 
can  siKcceil  m  Mic  right  envi- 
ronment. 

"I  think  a  lot  of  banks  love  the 
idea,  but  it's  just  a  matter  of 
whether  the  competitive  envi- 
ronment will  bear  them,"  said 
Liam  Carmody,  president  of 
Carmody  &.  Bloom.  D 
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Studies  Differ  on  ATMs'  Profitability 


TRENDLIffES.  From  CU 

The  spread  of  the  machines  has 
not  been  just  a  matter  of  customer 
convenience,  however.  Banking 
executives  have  seen  ATMs  as  a 
cheaper  way  to  handle  routine 
transactions  that  otherwise  would 
require  a  teller  and  possibly  more 
banking  offices. 

As  the  chart  shows,  the  number 
of  banking  offices  was.  until  a 
couple  of  years  ago.  also  going  up. 
But  such  experts  as  David  B. 
Humphrey,  a  banking  professor  at 
Florida  State  University,  say  that 
the  rise  in  the  number  of  bank 
branches  was  the  result  of  a 
relaxation  of  bank  branching 
restrictions  in  many  states. 
Meanwhile,  the  number  of  bank 
head  offices  has  gone  down  as 
bank  failures  and  mergers  have 
reduced  the  country's  total 
number  of  banks. 

The  Consumer  Federation 
released  a  study  yesterday  saying 
banks  are  overcharging  customers 
for  the  use  of  ATMs.  "Throughout 
the  economy,  self-service  facilities 
result  in  lower  costs  for  the 
consumer,"  said  Chris  Lewis,  the 
group's  director  of  banking  and 
bousing  policy.  "But  in  banking, 
self-service  is  regarded  as  a 
privilege  for  which  the  consumer 
is  required  to  pay  a  premium  for 
saving  the  bank  money." 

The  consumer  organization 
noted  that  most  banks  charge  a 
fee,  usually  about  $1,  when 
customers  use  ATMs  other  than 
those  belonging  to  the  institution 
at  which  they  have  their  accounts. 
About  a  fifth  of  the  banks  also 


charge  about  25  cents  each  time  a 
customer  uses  an  ATM  of  their 
own  bank.  And  there  are  other 
fees  in  some  cases,  it  said. 

Altogether,  banks  took  in  more 
than  $2.55  billion  in  ATM  fees  last 
year,  while  buying  and  operating 
the  machines  cost  $2.9  billion.  But 
the  banks  came  out  way  ahead,  the 
group  argued,  because  they  saved 
$2.34  billion  in  teller  costs  that 
they  would  have  incurred  if  all 
those  ATM  transactions  had  been 
handled  by  a  person  in  a  banking 
office. 

Indeed,  one  of  the  major 
reasons  for  the  rapid  spread  of 
ATMs  has  been  that  a  transaction 
on  them  costs  about  half  the  $1.12 
cost  estimated  by  the  American 
Bankers  Association  for  a 
transaction  requiring  a  teller. 

However,  contrary  to  the 
Consumer  Federation's  complaint, 
Florida  State's  Humphrey  found 
that  use  of  ATMs  has  not 
necessarily  saved  banks  money 
because  the  convenience  has 
encouraged  so  many  more 
transactions. 

In  an  article  in  the  spring  issue 
of  the  Quarterly  Review  of  the 
Richmond  Federal  Reserve  Bank, 
Humphrey  vvrote:  "The 
expectation  that  ATMs  would 
reduce  bank  costs  has  not  been 
realized.  Indeed,  costs  appear  to 
be  slightly  higher. .  .  ." 

That  surprising  result,  so  at 
odds  with  the  Consumer 
Federation's  view,  came  from  a 
close  look  at  the  economics  of 
ATMs  and  their  impact  on  bank 


costs  and  profits  in  Humphrey's 
study. 

•The  potential  benefits  which 
should  follow  from  the  fact  that  an 
ATM  transaction  costs  about  half 
as  much  as  a  similar  transaction  in 
a  traditional  banking  office  has 
been  largely  offset  by  depii^itors 
who.  because  of  the  increased 
convemence  of  ATMs,  use  them 
up  to  twice  as  often  as  they 
previously  used  a  banking  office," 
Humphrey  wrote. 

"Thus  while  ATMs  were 
successful  in  reducing  the  cost  of 
each  depositor  transaction, 
depositors  increased  the  number 
of  transactions,  leaving  total  costs 
relatively  unchanged  or  slightly 
higher.  This  suggests  that  the  cost 
savings  that  could  have  been 
reaped  by  banks  by  substituting 
ATMs  for  branch  offices  has 
instead  largely  fkiwed  to 
depositors,"  Humphrey  concluded. 

The  Consumer  Federation 
recommended  that  bank 
customers  minimize  their  ATM 
fees  by  using  their  own  bank's 
machines  whenever  possible  and 
by  withdrawing  larger  amounts  of 
cash  if  another  bank's  machines 
must  be  used.  Finally,  it  said,  "If 
convenient,  use  a  teller." 

"We  don't  apologize  for  the 
fees,"  said  Ed  Alwood  of  the 
American  Bankers  Association. 
"TVe  think  we  deliver  a  valuable 
service,  and  obviously  our 
customers  do  too." 

Depositors  found  ATMs 
valuable  enough  to  use  them  7.7 
billion  times  last  year,  fees  and  all. 
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Banks'  ATM 
profit:  78c 
from  $1  fee 


By  Janet  L  Fix 
USA  TODAY 

The  ATM  Ibat  saves  you 
time  Is  costing  you  big  money 
—  and  making  your  bank  rich. 

Banks  make  78  cene  profit 
on  every  $1  consumers  pay  to 
use  an  automated  teller  ma- 
cnine,  a  Consumer  Federation 
of  America  survey  released 
Wednesday  snows. 

And  more  banks  are  raising 
ATM  tees  —  even  though  ATM 
operating  costs  have  fallen 
4.3%  since  1990,  the  snidy  says. 

"Only  In  the  Alice  In  Won- 
derland world  of  banking  do 
fees  go  up  as  costs  go  down," 
says  Janice  Shields,  the  study's 
co-author. 

ATMs  were  first  introduced 
as  a  tree  ser/ice.  But  as  usage 
grew,  banks  charged  a  quarter 
when  customers  used  ATMs 
their  banks  didn't  own. 

Now,  many  banks  charge 
customers  25  cents  or  more 
even  when  they  use  ATMs  they 
own  and  up  to  }2  li  an  ATM 
user  goes  to  another  banlL 

The  survey  found  In  1993: 

►  Banks  earned  a  $37  prollt 
off  every  ATM  user. 

►  ATM  tees  generated  J2 
billion  in  profit  for  tianks. 

►  Users,  making  an  average 
6.7  visits  monthly,  saved  banks 
J2.34  blUlon  in  teller  costs. 

"We  don't  apologize  for  the 
tees,"  says  Ed  Alwood  of  the 
American  Bankers  Assocla- 
aoa  "We  think  we  deliver  a 
valuable  service." 

To  boost  ATM  revenue,  the 
survey  says  banks  are; 

►  Putting  ATMs  In  ski  re- 
sorts, toll  plazas  and  casinos 
where  customers  are  paying 
up  to  $S  to  use  them. 

►  Charging  fees  if  customers 
faU  to  use  their  ATM  cards 
within  a  certain  time  period. 

With  the  busy  summer  trav- 
el season  kicking  off,  how  can 
consumers  cut  ATM  costs? 

Use  ATMs  owned  by  their 
bank  more  and  ATMs  not 
owned  by  their  bank  only  for 
larger  transactions. 

Alwood  suggests  shopping 
for  the  best  ATM  deals.  Cus- 
tomers also  can  use  a  human 
teller,  whose  service  Is  free. 
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Using  a  Strange  ATM? 
You're  Gonna  Pay 


By  Bob  Hagan 


JCXJRNAl  STAFF  WRfTER 


The  next  time  you  find  yourself  short  of  cash, 
make  sure  that  magic  money  machine  you're  about 
to  tap  doesn't  consider  you  a  foreigner. 

It's  not  a  question  of  your  accent  or  place  of  origin. 
To  automated  teller  machines,  "foreigners"  are  cus^ 
tomers  of  some  other  guy's  bank  —  and  they're  fair 
game  for  an  added  transaction  fee. 

Banks  and  other  Tmancial  institutians  are  increas- 
ingly charging  fees  for  the  use  of  the  ubiquitous  cash 
machines.  Rather  than  charging  their  own  cus- 
tomers, the  banks  prefer  to  impose  those  fees  on 
their  competitors'  customers  instead. 

As  a  result,  more  consumers  are  unexpectedly 
finding  themselves  charged  $1  or  more  for  a  quick 
cash  infusion  from  a  strange  ATM. 

While  a  Washington-based  consumer  group  recent- 
ly accused  banks  of  gouging  $2  billion  in  excessive 
profits  out  of  their  ATMs  last  year,  Albuquerque 
bankers  say  the  fees  only  cover  the  expense  of  oper- 
ating their  electronic  banking  networks. 

Sunwest  does  not  charge  customers  for  roost  ATM 
transactions,  according  to  Craig  Hall,  vice  president 
in  charge  of  Sunwest's  BankMate  electronic  banking 
network  in  Albuquerque. 

"It  depends  on  the  type  of  transaction  and  where 
it's  performed,"  Hall  said.  "There's  no  charge  for  a 

<  Sunwest  customer  using  a  Sunwau  ATM,  and  that's 

typical  for  most  financial  institutions  around  the 
country.  However,  there  are  transaction  charges 
when  a  customer  of  ours  uses  some  other  bank's 
ATM." 

Almost  all  banks  belong  to  not  one  but  several  sys- 
tems such  as  BankMate  that  link  ATMs  in  regional, 
national  and  even  global  networks.  These  networks 
typically  charge  member  institutions  40  to  60  cents 
to  process  an  electronic  transaction,  according  to 
Hall. 

"To  help  offset  that  charge,  we  charge  our  card 
holders  a  fee  for  using  another  bank's  ATM,"  Hall 
said.  "The  bank  that  owns  the  ATM  is  going  to 
charge  us,  and  we  charge  the  customer. 

Each  network  sets  its  own  fees  for  those  types  of 
transactions,  according  to  Hall. 

"We  can't  control  where  our  customers  are  going 
to  use  which  ATM,  so  rather  than  having  a  price^ 
schedule  that  might  have  a  dozen  different  charge^ 
we  have  two  set  fees  —  75  cents  for  transactions  on  - 
BankMate  and  Lynx  and  $1.50  for  Pulse  and  Plus," 
Hall  said. 

The  fees  are  intended  to  cover  not  just  the  cost  of 
processing  that  particular  transaction,  but  also  to 
help  offset  all  the  other  costs  associated  with  operat- 
ing the  bank's  ATM  system. 

"We  have  more  than  100  ATMs  in  Albuquerque  and 
a  very,  very  large  card-holder  base,"  Hall  said.  "If 
our  card  holders  are  primarily  using  our  ATMs, 
there's  a  huge  expense  in  driving  those  transac- 
tions." 

Bank  of  America,  which  operates  5,000  ATMs  in  10 
states,  does  not  charge  its  customers  for  transac- 
tions on  the  bank's  own  machines,  according  to  bank 
spokeswoman  Betty  Riess.  However,  customers  who 
use  a  "foreign"  ATM  to  access  their  BankAmerica 
accounts  are  charged  $1.25  for  a  cash  withdrawal  or 
transfer  and  75  cents  for  a  balance  inquiry. 

Beginning  April  1,  Bank  of  New  Mexico  started 
charging  Its  customers  $1  plus  tax  for  withdrawals 
through  foreign  ATMs,  according  to  bank  spokes- 
woman Susan  Zamora. 

"We're  probably  one  of  the  last  banks  in  the  state 
to  start  charging,"  Zamora  said.  "All  these  years  that 
we've  issued  ATM  cards  we  have  not  charged  our 


customers  for  any  ATM  service.  We've  been  giving 
it  away,  but  now  we  have  to  charge  for  it." 

Customer  surveys  showed  customers  wanted  more 
ATMs  available,  Zamora  said,  and  the  fees  help  fund 
the  expansion  of  the  bank's  system. 

First  Security  Bank  charges  customers  $1  for  for- 
eign transactions,  according  to  bank  presid£iiL.Ed 
O'Leary.  x^r^      --^ 

^^While  a  study  .^eteased  by  the  Consumer 
Federation  of  America  oarlier  this  month  sai4_bgfLk^ 
geUtfiaiH  ya  u,uti  in  p^flt  for  every  $1  collected  in' 
ATM  fee  revenue,  bankers  defend  their  fees  as  fair. 

"The  machine,  itself,  costs  you  about  $35,000,  and 
it  costs  another  $!,200  a  month  to  service  each 
machine,"  said  United  New  Mexico  chief  executive 
Larry  Willard. 

United  New  Mexico  does  not  charge  customers  for 
transactions  on  the  bank's  own  machines,  but  it 
charges  most  customers  $1.32  for  foreign  transac- 
tions. Customers  55  years  and  older  pay  no  fees  for 
ATM  transactions,  Willard  said. 

Credit  Union  members  who  use  either  CU  Anytime 
or  Sunwest  Amigo  ATMs  are  not  charged  for  the 
transaction,  according  to  Jeff  McDaniel,  president  of 
First  Financial  Federal  Credit  Union. 

"That's  because  we  credit  unions  got  together  and 
negotiated  a  deal  with  Sunwest  because  we  are  sub- 
stantial users  of  the  network,"  McDaniel  said. 
"However,  other  financial  institutions  in  our  network 
charge  us  from  40  cents  to  $1  to  use  their  machines, 
so  we  have  to  charge  a  fee  to  our  customers  for 
that." 

First  Financial  charges  its  customers  70  cents  a 
transaction  for  foreign  ATM  transactions,  which  is 
the  average  charge  imposed  on  the  credit  union, 
according  to  McDaniel. 


JIM  THOMPSON/ 
JOURNAL 

Like  most 
financial 
Institutions, 
Sunwest  Bank 
doesn't  charge 
Its  customers 
for  using  Its 
own  ATMs,  but 
customers  of 
1  other  banks 
are  fair  game 
for  ATM  tees. 
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John  Kresge  is  positive- 
ly ebullient  when  he 
talks  about  U.S.  Ban- 
corps  automated  teller 
machines.  As  the  se- 
nior vice  president  in 
charge  of  the  $22-bil- 
lion-asset  Portland  banking  compa- 
ny's 1.100  ATMs,  he's  just  finished 
an  upgrade  that  lets  the  terminals 
print  modified  statements  and  pro- 
vide details  on  credit  and  debit 
card  activity  and  deposit-account 
transactions 


ATMs  Get  a  New 
Job  Description 


Products  and  seivices  are  being 

added  to  automated  teller 

machines  at  a  growing  rate, 

giving  tliem  a  greater  role 

in  tianks'  drive  to  lower 

their  retail  operating  costs. 

by  Joseph  Radigan 


"Were  in  a  five-state  area,  and 
we're  providing  the  same  things  in 
all  of  our  ATMs.'  Kresge  says. 
'That's  a  significant  achievement." 
Now.  he's  waiting  to  .see  if  this  up- 
grade will  produce  the  desired  re- 
sult— an  increase  in  market  share. 
Early  indications  are  good,  but  since 
branches  repon  account  openings 
manually,  he  s  hard-pressed  to  say 
exactly  how  many  new  customers 
the  upgrade  has  brought  in. 


SeaFim  has  been  testing  customen"  resgonse  Id  'Tlie  Wall.' 
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It  isn"t  as  if  Kresge  is  the  only 
banker  tinkering  with  his  ATMs.  So 
many  bankers  are  adding  bells  and 
whistles — trv'ing  to  see  what  will 
cut  costs  and  what  will  add  to  their 
market  share — that  it's  as  if  the 
.\TM  business  has  become  one 
giant  petri  dish. 

One  of  the  busiest  laboratories 
is  turning  out  to  be  U.S.  Bancorp's 
market  in  the  Pacific  Northwest. 
Several  large  banking  companies 
there  are  experimenting  with  their 
nem.'orks,  and  US  Bancorp's  Feb- 
ruarv'  upgrade  was  merely  the  most 
recent  development.  The  Portland 
bank's  action  follows  four  years  of 
innovation  at  its  Seanle-ba.sed  nval. 
SeaFirst.  the  S15-billion-asset  Bank- 
America  Corp.  subsidiary 

In  1990.  SeaFirst  staned  selling 
postage  stamps  through  its  ATMs, 
and  soon  after,  it  began  dispensing 
bus  passes  for  the  Seattle  transit  sys- 
tem. Tw^o  years  ago.  the  AT.Ms 
began  pnnting  account  statements. 

Finally,  last  year.  SeaFirst's  de- 
signers came  up  with  one  of  the 
most  far-reaching  retail  banking  in- 
novations of  any  bank  in  the  coun- 
try with  "The  Wall. "  a  sequence  of 
self-ser\'ice  de\'ices  including  a  stan- 
dard ATM.  an  information-only  self- 
service  device,  a  booth  with  a  video 
screen  and  camera,  a  24-hour  cus- 
tomer phone  and  an  express  de- 
posit drop.  Since  the  four  Walls  m 
operation  are  in  depanment-store 
malls.  SeaFirst  has  al.so  equipped 
them  with  oversized  television  mon- 
itors to  lure  shoppers  into  the  area. 

Its  commitment  to  high-tech 
notwithstanding,  SeaFirst  is  still  cau- 
tiously awaiting  the  results  of  this 
experiment  before  it  moves  much 
bevond  what  it  already  has.  "We  re 
still  piloting  the  combination  of 
these  terminals."'  .says  .Manha  Wil- 
son, a  SeaFirst  vice  president  who 
supervises  the  bank  s  ATM  business. 
"They've  been  introduced  to  see 
how  our  customers  feel  about  bank- 
ing at  them. ' 

As  part  of  First  Interstate  Ban- 
corps  effort  to  remain  competitive, 
the  bank  is  moving  the  retail  banks 
throughout  its  holding  company  to  a 
common  deposit  system.  It.s  affiliated 
banks  in  the  Pacific  Northw^est  will 
be  convened  this  year  and  ne.xt.  at 
which  point  their  ATM  .services  will 
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be  upgraded  as  well.  The  new  tea- 
tiires  will  include  statement  printing 
and  infonnallon  on  mutual  hinds. 

KeyCorp  of  Cleveland,  OH. 
which  has  a  .solid  presence  in  the 
region  since  it  purchased  Puget 
Sound  Bancorp  rwo  years  ago,  has 
yet  to  fomiLilate  its  ATM  strategy  for 
the  Northwest,  although  it  does 
have  200  terminals,  mostly  in  Wash- 
ington state.  Jack  Kucler,  the  .senior 
vice  president  who  runs  KeyCorp's 
ATM  business,  says  the  bank  is  .still 
in  the  planning  pha.se  of  revi.sing  its 
ATM  strategy  in  the  wake  of  the 
merger  with  Societv'  Corp.  It  will  be 
.some  months  before  it  determines 
whiit  It  will  do. 


Bankers  feel  compelled  to  try 
.something  with  virtually  all  of  their 
retail  delivery  systems — branches. 
ATMs,  debit  cards,  telephone  ser- 
vices and  personal-computer  based 
home  banking,  because  of  the  com- 
petitive pressures  facing  them. 

Phil  Guay,  vice  president  of 
marketing  for  First  Interstate  of  Ore- 
gon, says.  "We  .see  delivering  conve- 
nience banking  as  the  ultimate  de- 
temiinant  of  whether  we  succeed  in 
the  market  share  business.  If  we 
dont  give  people  an  option  to  bank 
with  us  the  way  they  choose,  they  II 
choose  not  to  bank  with  us," 

The  Key  to  Customer  Retention 

The  new  ATM  services  are  "all 
about  customer  retention  and  cus- 
tomer acquisition."  echoes  U.S.  Ban- 
corps  Kre.sge.  As  things  stand  now, 
ATMs  and  other  self-service  termi- 
nals seem  like  a  good  prospect  for 
being  part  of  the  answer  for  reduc- 
ing costs  and  drumming  up  new 
business,  particularly  since  they  ve 
proven  their  effectiveness  in  deliver- 
ing simple  transactions  like  cash 
withdrawals,  balance  updates  and 
check  deposits.  It's  hoped  that  they 
can  do  much  more,  but  it's  hardly 
certain. 


"If  we  don't  give  people 
an  option  to  bank  with 
us  the  way  they  choose, 
they  11  choose  not  to 
hank  with  us. " 


No  less  a  figure  than  Wachovia 
Corp,  chairman  John  Medlin.  the 
prototypical  banker's  banker,  has 
publicly  stated  more  than  once  that 
retail  branches  are  simply  too  expen- 
sive tft  remain  much  longer  the  chief 
means  of  delivering  prixJucts.  Banks 
are  going  to  have  to  atigmeni  their 
retail  networks.  The  question  is 
how?  .Many  bankers  are  staiggling  to 
come  up  the  nght  answer,  and  cro.ss- 
ing  their  fingers  that  they  do  it  better 
than  or  faster  than  their  competitors. 

Thomas  Honey,  an  executive 
vice  president  with  Infinel  I'a\nient 
Systems  Inc..  the  regional  AT.\1  net- 
work fomied  earlier  tliis  year  by  the 
merger  of  N\'CE  of  New  York  and 
Yankee  24  of  New  England,  was 
working  for  a  California  bank  when 
he  helped  install  the  first  full-senice 


Bid  the  Branch  Good-Bye 


William  Handle  is  convinced  that  something  profound, 
even  ominous,  is  occurring  in  retail  banking.  What 
troubles  him  is  the  creeping  suspicion  that  most  of  his 
fellow  bankers  are  oblivious  to  it. 

As  senior  vice  president  of  Columbus,  OH-based 
Huntington  National  Bank,  Randle  is  responsible  for 
the  bank's  telephone  banking  services  and  automated 
teller  machines.  He's  certain  that  these  electronic  ser- 
vices and  others  to  come  will  not  merely  complement 
branch  networks,  but  actually  replace  them.  That  belief 
is  founded  on  his  observations  of  the  last  15  years  as 
Fidelity  Management  &  Research  Co.  and  Charles 
Schwab  and  Co.  demonstrated  that  a  financial  institu- 
tion could  accumulate  an  enormous  amount  of  assets 
with  minimal  branch  offices  complemented  by  a  reli- 
able 24-hour,  toll-free  phone  line. 

"They  proved  that  the  customer  is  interested  in 
simple,  fast  and  convenient  services,"  he  says.  "The  no- 
tion that  customers  need  to  come  to  a  branch  is  a  fan- 
tasy of  bankers."  That  a  bank  can,  or  should,  imitate  a 


Schwab  or  a  Fidelity  isn't  what  bothers  him.  In  faa, 
Huntington  is  moving  foi^vard  with  several  initiatives,  a 
self-service  sales  terminal  and  a  screen-based,  home- 
banking  telephone  among  them. 

What  concerns  him  is  that  as  customers  rely  on 
these  services  in  greater  numbers  and  enter  the  branch 
less  frequently,  banks  will  lose  their  primary  point  of 
contaa  with  their  depositors.  The  loss  of  that  contaa 
will  increase  the  risk  that  customers  will  bank  with  a 
competitor.  Since  the  financial  industry  has  entered  an 
era  where  almost  any  type  of  Fum  can  offer  products 
that  were  once  considered  proprietary  to  banks,  the 
competitor  may  not  be  a  bank  in  the  traditional  sense. 

"The  issue  is  that  the  barriers  to  competition  are 
being  eliminated,"  Randle  says.  "Does  that  mean  that 
anybody  who  understands  telephony  and  computing 
can  offer  banking  services?"  The  answer  may  be  un- 
clear today,  but  Randle  thinks  he  knows  what  it  will  be 
in  a  few  years,  and  "it's  a  serious  challenge  for  the  fi- 
nancial services  industry." 
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ATM  in  San  Bernardino  in  1971. 
From  that  point,  it  took  more  than  a 
decade  before  ATMs  were  truly  en- 
sconced as  a  key  part  of  retail  bank- 
ing. Honey  doesn't  know  whether  it 
will  take  quite  that  long  for  .-^TMs  to 
become  commonly  accepted  for  de- 
livering investment  products  and 
opening  accounts,  but  he  acknowl- 
edges that  it  won't  come  to  pass 
quickly. 

But  first,  bankers  are  going  to 
have  to  learn  to  live  with  some  bit- 
ter ironies  if  the  ATM  is  going  to  do 
everything  they  hope  it  can  One  is 
that  there  are  some  customers — in- 
cluding 80-year-old  grandmothers 
and  technophobes — who  simply 
won't  touch  any  electronic  device. 
The  ATMs  future  success  in  ex- 
panded capabilities  depends  upon 
the  MT\'  generation  reaching  matu- 
rity. Another  problem  is  that  the  de- 
mographic group  most  likely  to  use 
ATMs  for  advanced  services — the 
educated,  upper-income  profession- 
als— are  also  the  most  likely  to  ha\'e 
home  computers  stocked  with  the 
necessary  software  to  do  all  these 
advanced  functions  at  home.  What s 
to  stop  them  from  banking  without 
ATMs,  particularly  if  smart  cards  be- 
come an  accepted  form  of  currency? 


Honey  doesn't  .see  it  quite  that 
way.  "There  will  be  times  when 
those  other  devices  aren  t  available, 
and  they  will  need  to  bank  at  an 
ATM, "  he  says. 

In  any  event,  there's  incentive 
for  banks  to  upgrade  their  ATM  net- 
works. E\'en  tho.se  that  ha\'e  yet  to 
begin  upgrading  are  watching  other 
institutions  and  trying  to  determine 
what  will  fit  their  needs.  The  ma|or 
manufacturers  of  ATMs  have  re- 
sponded by  redesigning  their  latest 
models  so  that  they  can  be  more 
easily  upgraded.  Ronald  Marguglio, 
direaor  of  financial  industn'  market- 
ing for  Diebold  Inc.  in  Canton,  OH, 
.says  some  of  his  firm's  i-,series  termi- 
nals can  be  refurbished  to  include  a 
camera  and  a  \ideo  screen. 

Changing  How  People  Bank 

One  thing  compelling  banks  to  up- 
grade their  .\TMs  is  that  the  elec- 
tronic ser\'ices  available  today  are 
already  changing  how'  people 
bank.  That  has  led  some  bankers  to 
believe  that  traditional  retail 
branches  will  soon  become  a  thing 
of  the  past.  On  the  other  hand, 
.SeaFirst's  Wilson  and  First  Inter- 
-state's  Guay  view  ATMs  and  the  rest 
as  complements  to,  rather  than  re- 


"Mutual funds,  because 
they're  JuU  of  complexity, 
are  actually  a  good 
thing  to  test  to  see  if 
you've  done  your  new 
ATMs  right. " 


placements  for,  branch  networks. 

"Our  customers  are  responding 
well  to  these  service  centers"  like 
The  Wall,  says  Wilson.  "There  are 
some  customers  that  haven't  been  in 
a  branch  in  months.  But  we're  not 
going  to  replace  branches  with 
.■\T.Ms.  We  still  have  lots  of  cus- 
tomers that  like  to  go  into  branches  ' 

Says  First  Interstate's  Guay,  "If 
we  do  close  branches,  it  won't  be 
because  we've  enhanced  con\e- 
nience.  In  fact,  we're  looking  to 
open  branches,  particulariy  in  Wash- 
ington. We  re  in  the  process  of 
building  four  new  branches  in  the 
Seattle  area. " 

But  Guay  also  says.  "AT.Ms 
change  how  you  u,se  a  branch.  It  Ije- 
comes  more  of  a  professional,  con- 


Randle's  vision  of  the  year  2000  holds  that 
Huntington's  competition  is  as  likely  to  include  a 
regional  Bell  like  Ameritech  or  a  computer  firm  like 
Microsoft  Corp,  as  it  will  Banc  One  Corp.  and  Fifth 
Third  Bancorp. 

For  that  reason.  Huntington  is  making  a  commit- 
ment to  electrortic  services  to  an  extent  that,  if  not 
unique  among  banks,  is  at  least  rare.  Its  biggest  step 
so  far  this  year  was  the  introduction  of  the  Personal 
Touch  Video  Banking  Machine,  and  Handle  is  em- 
phatic in  stating  that  it  is  not  an  ATM.  It's  completely 
different. 

Two  of  the  units  were  set  up  in  March,  one  in  Day- 
ton at  the  headquarters  of  AT&T  Global  Information  So- 
lutions (formerly  NCR  Corp )  and  another  in  an  office 
building  in  downtown  Columbus.  The  Personal  Touch 
machines  are  modified  NCR  ATMs  equipped  with  a 
video  camera  and  screen.  Customers  can  use  them  to 
talk  to  lenders  and  bank  salespeople  who  are  located  at 
a  central  service  center.  The  customer  can  see  a  televi- 


sion-quality image  of  the  bank  employee,  and  the 
banker  sees  a  similar  image  of  the  customer  at  her  ter- 
minal. The  machines  serve  in  lieu  of  a  traditional  plat- 
form officer,  and  a  customer  can  use  them  to  open  ac- 
counts or  take  out  a  loan. 

New  services  like  these  will  allow  Huntington  to 
shut  down  some  branches,  and  it  already  plans  to 
cut  the  size  of  others.  Later  this  year,  it  will  cut  one 
of  its  branches  from  5,000  square  feet  to  2,500  square 
feet.  The  reduced  site  will  include  at  least  one  Per- 
sonal Touch  machine,  several  ATMs  and  some  cash 
dispensers. 

Rather  than  a  dozen  or  so  employees,  there  will 
be  one  greeter,  or  "concierge,"  to  direa  customers  to 
the  elecU"onic  terminals.  "If  this  works  the  way  we'd 
like  it  to,  then  it  will  be  an  important  step  toward  virtu- 
al banking,  where  customers  do  the  kinds  of  things  re- 
motely that  heretofore  they  could  only  do  in  a  fully- 
staffed  branch,"  Randle  says. 

— Joseph  Radigan 
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suiting  location  rather  than  a  transac- 
tion location."  The  more  routine  the 
transaction,  the  more  likely  it  will  be 
done  on  a  self-service  device. 

"The  ulterior  motive  is  to  move 
as  much  off  the  teller  line  as  possi- 
ble," adds  Raymond  Miolla,  vice 
president  for  .ATXT  Global  Informa- 
tion .Solutions  (formerly  NCR)  finan- 
cial systems  di\ision.  '■That"s  the  tar- 
get everybody  is  shooting  for." 
Miolla  retired  at  the  end  of  May  after 
a  .%-year  career  selling  NCR  prod- 
ucts to  banks  and  thnfts. 

As  the  advanced  services  be- 
come more  widely  available  on 
.\T.\Is.  its  also  likely  that  they  will 
spur  the  growth  of  off-premise 
ATMs,  or  tho.se  that  arent  in  branch- 
es. "All  lhe.se  other  ancillan,'  services 
will  be  u.seful  in  other  locations, 
perhaps  in  bank  lobbies  and  office 
buildings."  says  James  .Stewart,  vice 
president  for  .Mtili.iled  Computer 
Sen  ices  Inc..  Dallas 

William  Randle.  senior  vice  pres- 
ident of  Huntington  National  Bank 
in  Columbus.  OH,  is  one  of  those 
people  who  fimily  believes  that  the 
branchs  importance  is  waning,  and 
the  transition  to  enhanced  ATMs  and 
other  electronic  devices  is  ;in  imper- 
ative for  banks  sunival.  (See  Bid 
the  Branch  G<KKl-B\e."  p.  48)  ■All  of 
us  have  this  enomious  fi.\ed-a.s,set  in- 
vestment in  bninches."  he  explains. 
But  the  truth  is.  there  s  only  so 
much  vdu  can  ilo  with  that  asset, 
p.inicularly  when  you're  competing 
with  someone  who  has  proven  thev 
can  lieliver  services  diHeiently. 

We  re  on  the  verge  of  a  star- 
tling revolution."  Randle  continues. 
We ve  got  to  deteniiine  how  we  as 
bankers  make  sure  we  control  the 
p.ivnient  svsteni   1  <.lon  t  care  how  a 


customer  dials  up  my  bank,  but  I 
don't  want  my  customer  to  be  a  line 
item  on  someone  else's  software, 
where  at  the  end  of  the  day,  all  I 
own  is  the  deposit." 

Tliat  sort  of  apocalyptic  view  is 
rare,  but  a  banker  need  not  envision 
an  electronic  Arma,^eddon  to  con- 
sider ATMs,  and  their  latest  en- 
hancements, to  be  important. 

For  example,  Boston-based 
BavBanks  is  evaluating  selling  mutu- 
al funds  through  its  ATMs,  although 
it  doesn't  have  a  formal  plan  or 
timetable  yet.  "ATMs  are  a  major 
feature  of  our  delivery  system,  so 
they  w(5i.ild  be  a  natural  place  to  de- 
liver mutual  funds  as  well,"  says 
B(jb  Shay,  .senior  vice  president  for 
BayBank  Systems  Inc. 

One  of  the  things  the  S11.7-bil- 
lion-a.s,set  bank  is  waiting  for  is  a 
green  light  from  regtilators. 

"The  whole  regulator^'  environ- 
ment is  rapidly  changing,'  he  says. 
"What  you  can  do  one  day,  you 
cant  do  the  next.  We  need  more 
clarit>'  from  the  regulators  both  on 
the  securities  side  and  the  banking 
side  as  to  what  is  permissible  and 
what  isn  t  ~ 

Much  to  Wort<  Out 

But  there  are  many  important  details 
to  be  worked  out.  notes  Shay.  One 
of  the  most  important  details  will  be 
tile  screen  interface,  which  includes 
both  the  messages  displaved  and 
the  physical  arrangement  of  the  but- 
tons on  the  side  of  the  screen.  The 
four  buttons  on  either  side  of  most 
.\T\h  are  fine  for  simple  deposits  or 
withdrawals,  but  inadequate  for 
more  complicated  products  like 
loans  or  investments,  according  to 
Shay.  Nonetheless,  hes  actually 
looking  forward  to  trying. 

"Mutual  funds,  becau.se  they  re 
full  of  complexity,  are  actually  a 
good  thing  to  test  to  see  if  youve 
done  v'our  new  .'\TMs  right. "  he  .says. 
Bev'ond  that,  we  believe  you"ve 
got  to  think  about  customers  work- 
ing with  .\TMS  in  .1  fund.imentally 
tlifferent  way."  he  savs.  The\-  were 
built  to  dispease  cash,  take  deposits 
and  check  balances.  When  vou  get 
into  mutual  funds,  all  of  a  sudden 
tho.se  four  buttons  are  pretrv"  limit- 
ing. It  s  not  that  ea.sy  to  u.se.  It  s  ea.sy 
to  get  contu.sed. 


"In  the  long  run,  any 
kind  of  transaction 
you  can  take  care  of 
at  a  branch,  you  ought 
to  be  able  to  take  care 
of  electronically. " 


"If  you  don't  think  about  how- 
customers  will  u.se  them,  you  can 
load  it  up  with  everything,  but  no- 
body will  touch  it,"  Shay  continues. 
Then  he  pauses  for  a  .second  and 
adds:  "That's  an  overstatement,  but 
not  by  much."  There's  always  a 
small  minority  that  instinctively 
knows  what  to  do  when  they  see  a 
C-prompt  in  DOS  or  program  their 
VCR  the  minute  they  bnng  it  home. 
They'll  have  no  problem  buying  a 
mutual  fund  on  an  ATM.  But  the 
vast  ma|orit>'  of  people,  will  clearly 
need  to  have  a  patient  tutor  walk 
tliem  through  their  first  few  attempts. 

Shay  also  says  the  anticipated 
breakthrough  in  advanced  .KXW  ser- 
vices will  call  for  more  processing  to 
be  done  by  ATMs  rather  than  bank 
mainframes.  In  the  funire,  a  signifi- 
cant portion  of  ATMs  will  be  run  bv 
microprocessors  with  far  more 
power  than  what's  needed  to  handle 
the  vast  majority  of  todays  AT.\I 
transactions.  Unfortunately,  exi.sting 
.software  sends  all  processing  to  a 
bank  or  network  maintranie.  .ind  it 
a.ssigns  none  to  the  ATMs  chip. 

That's  why  almost  all  ATM 
screens  fiash  a  message  asking  the 
cardholder  to  wait  while  the  ir.ins.ic- 
tion  is  processed  Before  .^T.Ms  han- 
(.lle  more  complicated  functions,  the 
software  v\ill  have  to  be  rewntten  so 
that  customer  files  can  be  down- 
loaded from  the  mainframe  and 
transactions  processed  localK'. 

What  remains  to  be  seen  is 
how  man>'  banks  add  .senices  to 
their  ATMs,  and  how  quickly  this 
happens.  It  may  take  a  while.  "In 
the  long  Rin."'  .sa\s  First  Interstates 
Guay.  "any  kind  of  transaction  you 
can  take  care  of  at  a  branch,  you 
ought  to  be  able  lo  take  care  of 
electronicallv ."  • 
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Cash  Out  -  Cash  In 


The  ATM  giveth 
-and  the  ATM 
taketh  away 
with  bank  fees 


.^^CG^V 


By  Bill  Vlrvlfi 

p-tReporw* 


Americans  have  found  automatic 
teller  machines  to  be  wonderfXil- 
ly    convenient    dispensers    of 
cash 

Now  they  re  learning  ATMs  are 
pretty  good  at  collecting  cash  as  well 

ATM  fees  and  charges  are  going  up 
-  sharply  Local  banks  used  to  charge 
50  to  60  cents  to  use  another  banks 
machine  Now  charges  have  shot  up  to 
75  cents  to  $1  Want  to  use  an  ATM  out- 
of-sUte  while  on  vacation'  That'll  cost 
you  $1.25  to  SI  50 

And  Seattle  is  relatively  Inexpen- 
sive by  national  standards  The  nation- 
al average  for  using  another  hanks 
machine  was  $1  10.  accoi-ding  to  a 
recent  survey  by  'h^  fcTWHr'^r  ^^^' 
ation^ttt&m^liiJi  ""«  t"<^  ^J  \^°^\^ 
Interest  Kcsearch  Group  The  Wash- 
ington average  was  85  cents 

Want  to  pay  $2  to  use  another 
banks  ATM"*  Become  a  customer  of 
Bank  of  America,  which  raised  its  fee 
on  using  a  so-called  "foreign"  teller 
machine  from  $1  50  per  Iranraclion  to 
$2  And  although  still  in  the  minority, 
more  banks  are  adding  fees  for  cus- 
tomers to  use  their  own  ATMs 

So  are  Americans  rebelling  against 
these  escalating  fees,  threatening  to 
retreat  to  the  Jurassic  era  of  banking, 
to  their  less-costly  checkbooks' 

■Consumers  by  and  large  unfortu- 
nately are  largely  apathetic  to  ATM 
fees."  says  Robert  Heady,  publisher  of 
Bank  Rate  Monitor  "I  don't  think 
consumers"  awareness  of  ATM  charges 
Is  as  high  as  credit  card  rates  " 

"If  you  ask  customers  in  surveys 
and  focus  groups,  they  say  they  don't 
like  fees  but  theyre  willing  to  pay." 
adds  John  Kresge.  senior  vice  presi- 
dent and  product  manager  at  U.S. 
Bancorp  in  Portland  "People  have 
always  shown  a  willingness  to  pay  for 
convenience  " 

More  than  7  billion  times  last  year. 
Americans  trooped  to  87.330  ATMs  to 
withdraw  cash,  deposit  money,  check 
balances  or,  in  a  few  exotic  cases,  buy 
bus  passes,  stamps  or  mutual  funds. 
That's  up  from  just  und£&5  million  in 
1988.  according  to  Am^can  Bankers 
Association  sUtistics 

Think  that  increase  Is  (\ieled  main- 
ly by  greater  availability  of  machines? 
Think  again  White  the  number  of 
ATMs  increased  by  20  pereent  from 
1088  to  1992.  the  average  number  of 
transactions  per  machine  shot  up  by  33 
percent  in  the  same  period. 

So  far.  increased  usage  doesn't 
seem  to  be  deterred  by  increasing  fees: 
Phillip  Guay.  senior  vice  president  of 
marketing  and  communications  for 
First  Interstate  Bank  in  Portland,  said 
that  despite  an  increase  to  $1  In  the 
fee  for  using  a  foreign  machine, 
"We're  not  seeing  any  sort  of  shift"  in 
consumer  behavior 

How  come''  One  consulUnt  sug- 
gests it's  generational  "Those  who  use 
ATM  machines,  it's  usually  younger 
people,  and  they're  not  as  fee  con- 
scious." says  Alan  Gart.  a  former  bank 
executive  and  now  consultant  In  Hun- 
tingdon Valley.  Pa 

It  may  also  be  that  fees,  while 
increasing,  haven't  crossed  the  line 
from  being  an  annoyance  to  being  a 
motivation  for  consumers  to  switch 
banks  or  return  to  teller  lines  and 
checks  "We  don  t  know  where  the 
trigger  point  Is. "  Gart  says 

There  may  well  be  a  trigger  point 
There  was  with  credit  cards,  Gart  says, 
noting  that  many  people  began  switch- 
ing their  credit  card  accounts  when 
given  the  option  of  lower  interest  rates 
or  annual  membership  fees 

"When  fees  get  up  to  the  $2  range, 
they  may  start  to  afTect  how  people  use 
ATMs."  Guay  adds  ""But  the  effect  Is 
not  to  shirt  back  to  paper  but  look  for 
(B  machine  owned  by)  your  own  bank." 
Which,  of  course,  Is  what  banks 
want  The  risk,  however.  Is  that  the 
customer  may  discover  his  own  banks 
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1^''        H  Using  your 
O^'         bank's  ATM 

V^  '  75  percent  ol  U.S.  banks  don't 

charge  customers  for  using  their 
machines:  among  those  that  do.  the  median 
^  .V-  '66  's  25  cents. 

«J5^      '^  Using  your  bank's  ATM  that  is  not 
■       in  a  branch 

Euen  II  your  bank  owns  the  machine  you  use  at  a  grocery  or 
convenience  store,  you're  not  ofl  the  hook.  Locally,  charges 
can  range  from  30  cents  to  75  cents. 

' '  Using  another  bank's  ATM 

75  percent  ol  US.  banks  charge  lor  using  a  "lorelgn "  teller,  with 
the  median  Iq  being  SI.  Another  survey  pegs  the  Washington 
average  at  85  cents,  compared  with  the  national  average  ol 
St. 10.  But  variations  abound.  Washington  Mutual  charges  60 
cents  lor  using  someone  else's  ATM  in  Washington  and 
Oregon,  St. 50  outside  those  slates.  At  Sealirst.  its  75  cents  in 
the  state.  51.25  outside.  In  other  markets,  the  lee  has  gone  as 
high  as  52. 


a 

If  you  ask 

customers  In  surveys 
and  focus  groups, 
they  say  they  don't 
like  fees  but  they're 
willing  to  pay.  People 
have  always  shown  a 
willingness  to  pay  for 
convenience. 

-  John  Kresge 
U.S.  Bancorp 


maclilnca  aren't  in  useftil  locatioiu 
"and  stilts  to  a  bank  with  more  conve- 
nience."  Guay  says. 

When  banlu  first  Introduced  ATMs, 
there  were  no  fees.  Banlu  wanted 
customers  to  try  the  newtanjled  de- 
vices and   to  ahin  routine  bualnem 


away  from  human  tellers,  A  teller 
transaction  costs  *1  12  each,  compared 
with  33  cents  for  a  deposit  or  with- 
drawal handled  through  a  bank's  own 
ATM,  according  to  ABA  figures 

"Once  customers  were  captured, 
then  fees  started  appearing,"  Heady 
says. 

The  fees  mainly  appeared  on  use 
of  regional  or  national  networks  that 
link  banks,  allowing  a  Scafirst  custom, 
er  to  use  a  U.S  Bank  machine  to  get 
money.  Banks  argue  that  the  fees  are 
justified  by  higher  costs  (97  cents  per 
transaction  on  a  foreign  teller,  the 
ABA  says,  vs.  33  cents  on  their  own). 

"The  moral  Is,  don't  roam  too  far 
from  home  when  you  use  these  elec- 
tronic marvels, "  Heady  says 

Fees  also  started  appearing  on 
cash  machines  In  grocery  and  conve- 
nience stores  "The  reason  for  the 
higher  fee  Is  that  when  you  have  a 
machine  in  a  branch  you  have  a 
different  set  of  servicing  costs,"  US. 
Bancorp's  Kresge  says.  An  ATM  in  a 
grocery  store  means  added  expense 
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KIM  CABNEY/P-1 

for  armored  car  service  to  replenish 
the  machine,  he  says 

So  far.  customers  haven't  balked  at 
those  fees,  but  what  happens  when 
banks  begin  charging  customers  for 
access  to  their  own  accounts?  "The 
trend  has  gone  slightly  toward  Institu- 
tions charging  for  ATM  use."  Heady 
says.  On  the  other  hand.  Washington 
Mutual  recently  dropped  its  35  cent 
per  transaction  fee  on  its  own  ATMs 

"I  know  of  no  one  who  plans  to 
charge"  for  using  the  bank's  own  ATM 
at  a  branch,  Kresge  says,  "I  cant  say 
no  one  will  ever  do  that  In  some  parts 
of  the  world  people  consider  the  ATM 
the  after-hours  bank  and  you  pay  for 
that  convenience-  I  don't  know  tf  we'll 
ever  get  to  that  mentality  here." 

What  banks  may  do.  Heady  says,  is 
tie  free  ATM  usage  to  account  pack- 
ages, or  having  multiple  accounts  at 
thai  bank 

The  pressure  on  banks  to  toy  with 
fee  Increases  will  only  grow  stronger. 

Sea  CASH.  Page  B4  1^ 

Post-Intelligencer 
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ATM  surcharges  spreading 


N.  PALM  BEACH,  Fla.— 

ATM  surcharging,  banned  by 
Visa/Plus  and  MasterCard/Cir- 
rus networks  except  in  eight 
states  that  have  adopted  legisla- 
tion permitting  it  on  those  net- 
works, is  coming  mainstream. 

"You're  finding  them  now  at 
a!l  different  types  of  ATM  loca- 
tions." said  Cindy  Ballard,  se- 
nior vp  for  the  Pulse  Network. 
Houston,  which  has  permitted 
ATM  surcharging  for  almost  six 
years.  "They're  at  convenience 
stores,  on-premise  ATMs  and 
just  a  wide  variety  of  locations." 

So  far.  states  permitting  sur- 
charging on  the  two  national  net- 
works, include        ^^mm^^^^mm 

Utah.  Nevada. 
Mame.  Geor- 
gia. Alabama. 
Idaho.  Louisi- 
ana, and  Mis- 
sissippi, ac- 
cording      to 

Caroline  Rae- 

der.  spokes-  ^i^^— — ^^ 
woman  for  Cirrus  System  Inc. 
Other  networks  are  permitting  it 
fornon-Plus  or  Cirrus  machines, 
and  some  institutions  have 
started  taking  advantage  of  ihat. 

A  Bank  Rate  Monitor  ini- 
tial spot-check  of  surcharges 
turned  up  fees  ranging  from  50 
cents  io  S2.  although  surcharges 
are  reported  higher  ai  unusually 
high-traffic  areas. 

Major  ATM  deployers  sing  the 
praises  of  surcharging. and  claim 
no  problems  with  ii. 

"Since  surcharging,  we '  ve  been 
able  to  deploy  60  machines  in 
locations  that  we  would  never 
have  been  able  to  install  ma- 
chines without  surcharging."said 
William  Hall,  senior  vp-elec- 
tronic  deliver)  for  S4.37-bi!lion 
Zions  First  National  Bank.  Salt 
Lake  City.  Hall  said  thai  Zions 
first  levies  a  SI  surcharge  at  all 


'We  had 

numerous 

complaints. ' 


but  six  of  its  180  ATMs 
syslemwide.  The  six.  pnmarily 
in  ver>  remote,  areas,  charge  S2. 
And  Calvin  Johnson.  vp-e!ec- 
tronic  banking  research  and  de- 
velopment for  $6-billion  Bank 
South  in  Atlanta,  claims  that 
since  Bank  South  began  levying 
a  surcharge  four  years  ago.  it  has 
doubled  the  number  of  its  ma- 
chines. 

Johnson  also  believes  that  the 
prospect  of  not  having  to  pa>  a 
fee  to  the  market's  dominant 
ATM  player  may  have  given 
non-customers  an  incentive  to 
open  accounts  at  the  bank. 
"We  even  raised  the  fee  in 
^■— ^1—      December. 
1992.  from  25 
cents    to    50 
cents  with  no 
drop-off  in  vol- 
ume." Johnson 
said. 
Then  again. 

ATM        sur- 

^^^^^^^"  charges  typi- 
cally are  waived  for  the  ATM 
owner's  own  customers.  Com- 
petitors dependent  on  large 
ATM  networks  for  their  cus- 
tomers' convenience  are  not  as 
enamored  of  surcharging. 

Frequently  it  means  their  cus- 
tomer gets  (wo  ATM  charges — 
one  by  the  debit  card  issuer  for  a 
foreign  transaction,  and  another 
by  the  owner  of  the  ATM. 

"It's  a  bank  gimmick,  you 
might  say.  lo  line  their  pockets  a 
little  bit  more."  said  Dan  Will- 
iams, vp-in formation  systems  for 
S862-million  America  First 
Credit  Union.  Ogden,  Utah.  "We 
ought  to  be  encouraging  people 
to  use  those  kinds  of  systems 
rather  than  take  advantage  of 
them  when  they  do  use  them  " 
The  S82-million  Deseret  First 
Credit  Union.  Salt  Lake  City,  is 
'^o  angrv  at  the  situation  that  it 


plans  to  go  live  on  a  credit  union 
ATM  network.  Access  24.  next 
month.  CU  President  Kris  J, 
Mecham.  says  the  new  network 
will  give  the'CU's  29.000  mem- 
bers an  alternative. 

"We  received  no  notification 
these  institutions  were  going  to 
surcharge."  Mecham  said.  "For 
a  30  to  45-day  period,  we.-hdd 
numerous  complaints." 

At  the  time,  Mecham  refiected, 
there  were  other  bank  members 
of  the  Plus  system  that  were  not 
surcharging.  "We  notified  mem- 
bers of  those  locations,  and  con- 
tinue to  encourage  them  lo  use 
those  machines  as  well  as  Ac- 
cess 24." 

Drew  Egan.  president  of  CU- 
ATM.  which  runs  Access  24, 
says  that  network  formed  with 
nine  CUs  primanty  due  to  sur- 
charging complaints.  "Il  was 
enough  of  a  catalyst  to  bring 
those  CUs  together."  he  said. 

Nevertheless.  Utah's  largest 
ATM  deployers  now  surcharge. 
says  Gary  Matem.  senior  vp  for 
Olympus  Bank.  Salt  Lake  City. 
His  institution,  a  thrift,  has  only 


five  ATMs  in  the  stale. 

But  Matem  says  he  muscled 
down  a  surcharge  by  the  stale's 
largest  ATM  depioyer.  First  Se- 
curity Serv  ice  Company  because 
First  Security  also  processes  his 
thrift's  credit  cards. 

"We  negotiated  them  down 
from  Si  lo  50  cents."  Matem 
said. 

First  Security  Service  Com- 
pany now  charges  50  cents  on  its 
proprietary  network  and  SI  on 
any  other  network,  said  Rod 
Cullison.  senior  vp  for  First  Se- 
curity Service  Company. 

Meanwhile.  Matem  claims  he 
has  been  pondering  getting  even 
with  First  Security  Service  Com- 
pany via  one  ATM  his  thrift  owns 
in  a  major  high-nse  office  build- 
ing. Mostly  First  Secunty  Bank 
customers  work  there. 

"We  don't  charge."  Matern 
said.  "Sometimes  we  think  we 
ought  to  just  charge  First  Secu- 
rity customers — not  our  own." 

In  the  meantime.  Matem  ad- 
mits thai  his  thrift  does  charge  $  1 
at  a  sixth  .ATM  il  maintains  in  a 
Montana  casino. 


BRM  moves  offices 

BANK  RATE  MONITOR  will  move  its  headquarters  offices 
to  a  new  location  on  May  2.  but  readers  still  will  be  able  to  reach 
BRM  at  the  same  phone  numbers  and  mailing  address  as 
before. 

BRM  will  have  its  own  building  at  1 181 1  U.S.  Highway  #1. 
N.  Palm  Beach,  F]a.  33408.  That's  a  little  more  than  one  mile 
north  of  BRM's  former  location  on  US  #1.  Overnight  ship- 
ments such  as  Federal  Express  and  UPS  should  be  sent  to  the 
new  location. 

However,  all  other  address  and  telephone  information  on 
BRM  remains  the  same: 

*  Direct  your  phone  calls  to  (407)  627-7330. 

*  Fax  to  (407)  627-7335. 

*  Conunue  to  send  mail  to  BANK  RATE  MONITOR,  P  O. 
Box  088888.  N.  Palm  Beach,  Fla.  33408. 
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Banks  Take  A  Knife  To  Their  ATM  Costs 


The  era  ot  opulence  when  Ihe  best 
was  none  loo  good  and  price  was  no 
obiect  ended  with  the  1980s,  most  so- 
cial pundits  have  proclaimed.  In  the 
1990s,  everyone  is  looking  to  cut  costs 
and  get  more  lor  their  money.  And  it's 
no  ditterent  in  electronic  banking  circles. 

Financial  institutions  everywhere  are 
trying  to  figure  out  how  to  run  their  EFT 
programs  at  lower  costs.  They'll  stop  at 
nothing  to  shave  a  tew  dollars  a  month 
off  their  ATM  communications,  main- 
tenanceor  handling  costs.  And  it  appears 
that  their  efforts  have  paid  off.  Through 
the  availability  of  lower  cost  communi- 
cations options  and  diligent  efforts  by 
ATM  deployers  to  improve  efficiency. 


the  average  monthly  cost  of  maintain- 
ing an  ATM  has  declined  slightly — about 
4% — over  three  years. 

"The  good  news  is  that  costs  basi- 
cally are  remaining  stable, "  says  Liam 
Carmody,  president  of  Carmody  & 
Bloom,  a  New  lersey-based  EFT  con- 
sulting firm.  "That's  not  bad  considering 
that  there's  been  inflation  and  ATM 
deployers  have  gotten  higher  volumes 
for  that  same  cost." 

A  recent  Carmody  &  Bloom  study 
shows  the  average  monthly  operating 
cost  for  an  on-premise  ATM  is  $4,783, 
compared  to  $4,997  in  1991.  Those 
costs  include  branch  support  and  systems 
and  operating  costs  as  well  as  direct 


expenses,  including  depreciation,  loss, 
card  production,  supplies,  occupancy, 
admtni'stration  and  terminal  service  and 
mai'ntenance. 

EFT  industry  observers  say  the  most 
common  ways  to  cut  ATM  operating 
costs  relate  to  reducing  the  expense  of 
transmitting  transactions,  maintaining 
equipment  and  handling  deposits. 

In  cutting  transmission  costs,  ATM 
deployers  are  looking  at  alternative 
technologies  to  dedicated  phone  lines 
and  sharing  existing  lines  with  other 
bank  automation  equipment.  A  number 
of  banks  in  the  Southwest  are  using 
satellites  to  transmit  ATM  transactions 
from  terminals  m  remote  areas.  "They're 
seeing  30%  savings,"  savs  Thomas 
Rouse,  executive  vice  president  of  Dal- 
las-based Affiliated  Computer  Services, 
which  owns  the  MoneyMaker  network 
and  also  serves  as  a  third-party  EFT 
(continued  on  page  6) 


Costs 


(from  page  1 ) 


processor.  "It  was  costing  these  banks 
$200  to  $325  a  month  for  leased  lines 
compared  to  $  1 00  to  $  1 25  for  satellite." 

But  Rouse  and  others  note  that  the 
interest  in  satellite  is  still  limited  to  in- 
stitutions with  machines  located  in  rural 
areas.  "In  urban  areas,  where  there  are 
less  expensive  dedicated  phone  line 
services,  the  gap  in  price  is  not  enough 
to  overcome  resistance  to  new  technol- 
ogy," Rouse  says. 

Similarly,  Minneapolis-based  Nor- 
west  Corp.  is  testing  the  use  of  satellites 
with  ATMs  in  remote  locations  where 
dedicated  phone  lines  are  even  difficult 
to  install,  but  the  bank  has  no  plans  to 
install  satellites  for  its  ATMs  in  urban 
areas. 

In  addition  to  looking  at  satellites, 
several  banks  are  looking  to  get  more 
value  out  of  the  dedicated  phone  lines 
for  which  they're  already  paying.  One 
way  IS  to  use  the  same  phone  line  that 
serves  ATM  transmissions  to  connect 
other  branch  office  automation  devices. 
Norwest  and  Oklahoma   City-based 


Liberty  Bank  &  Trust  are  implementing 
communication  line  sharing  plans  which 
will  reduce  the  number  of  dedicated 
data  lines  running  into  each  branch 
office  from  two  to  one.  Scott  Haney, 
Liberty  senior  vice  president,  notes  that 
by  using  a  wide-band  communications 
line,  his  bank  has  been  able  to  tie  its 
ATMs  to  other  branch  office  devices 
and  save  $75  a  month  per  ATM. 

Deposit  Processing 

Even  banks  that  are  not  striving  to  cut 
their  communications  costs  may  have 
seen  some  savings  in  recent  years  be- 
cause competition  among  telecommu- 
nications providers  and  technology  im- 
provements pushed  down  monthly  rates 
for  everyone. 

Carmody  notes  that  most  ATM 
deployers  are  getting  more  power  for  a 
lower  cost  than  they  were  getting  10 
years  ago.  "It  used  to  be  you'd  pay  $300 
a  month  for  a  300-baud  line  and  today 
you  can  get  a  9,000-baud  line  for  half 
the  price, "  he  says.  The  more  bauds,  the 
faster  the  transmission.  And  Carmody 
expects  the  cost  efficiency  to  continue 
to  improve  as  fiber  optics  become  more 


prevalent. 

But  communications  costs  aren't  the 
only  area  where  ATM  deployers  are 
searching  for  savings.  One  popular  area 
relates  to  improving  the  efficiency  of 
processing  ATM  deposits.  Detroit-based 
NBD  Bancorp  earlier  this  year  saved 
more  than  $100,000  a  year  by  consoli- 
dating the  processing  of  ATM  deposits 
for  all  Its  Southeastern  Michigan  op- 
erations in  a  central  location.  Previ- 
ously, branch  tellers  processed  the  de- 
posits .from  ATMs  in  their  respective 
branches. 

Not  only  is  a  central  facility  more 
cost  efficient,  according  to  Charles 
Raphael,  NBD  vice  president  of  elec- 
tronic banking,  but  there  is  greater  ac- 
curacy m  recording  the  deposits.  That's 
because  the  employees  who  work  in 
this  area  are  dedicated  to  that  task  and 
have  more  experience  i  n  catch  ing  errors. 

Norwest  has  also  targeted  its  ATM 
deposit-processing  operations  for 
changes,  but  has  taken  a  different  ap- 
proach than  NBD-  Norwest  is  now 
printing  a  greater  amount  of  information 
on  their  deposit  envelopes  from  the 
ATM.  Previously,  only  a  transaction  se- 
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quence  number  was  printed  on  an  ATM 
'deposit  envelope.  A  bank  employee  had 
to  match  this  number  against  an  audit 
tape  to  verify  if  the 
amount  in  the  enve- 
lope was  the  same 
as  the  amount  cred- 
ited to  the  account. 
Now  the  transaction 
amount  IS  printed  on 
the  envelope  when 
it  comes  out  of  the 
ATM. 

Bridget  Soja, 
Norwest  operations 
manager,  says  that 
the  bank  can  now 
process  9,900  de- 
posits per  employee 
per  month.  Prior  to 
the  automation,  only 
6. 100  deposits  were 
processed  monthly 
per  employee,  a 
62%  increase  in 
productivitY-  In  a  related  move,  Nor- 
west has  cut  its  depositing-handling  costs 
by  removing  the  deposit  function  at 
most  of  its  off-premise  locations,  where 
Norwest  executives  say  the  cost  of  han- 
dling is  particularly  high  and  the  con- 
sumer demand  for  making  deposits  is 
very  small. 

Finally,  although  it  may  seem  con- 


tradictory, several  bankers  say  one  of 
the  best  ways  to  save  money  on  ATMs  is 
to  spend  money.  Bankers  with  machines 


ATM  Monthly  Operating  Costs 


Total  Monthly  Cost:  $4,783 

Systems/ 
Operations  Branch  Support 

37°, 


Direct  Expense  Breakdown 

Central 
Admin. 

^  23% 


Maintenance 
23% 


Occupancy 
2% 
Supplies 
2% 

Card 

Production 

9% 


Source:  Carmody  &  Bloom 


Direct  Expense 

44% 


Loss 

2% 


seven  or  more  years  old  are  finding  that 
the  added  of  cost  of  depreciation  from 
purchasing  new  machines  can  be  nearly 
offset  by  the  reduced  cost  of  mainte- 
nance. This  is  particularly  true  of  older 
machines  manufactured  by  companies 
that  are  no  longer  in  the  ATM  business 
and,  as  a  result,  are  more  costly  to 


service.  The  Carmody  &  Bloom  study, 
for  example,  notes  that  the  cost  of  de- 
preciatingequipment  IS  on  average  about 
17%  of  the  total 
operating  cost  of  a 
machine  while 
maintenancecosts 
average  10%. 

And  some 
bankers  find  the 
new  machines  in- 
crease the  number 
of  ATM  services 
for  which  inter- 
change or  fee  in- 
come can  be  gen- 
erated if  they ,  for 
example,  can  is- 
sue account  state- 
ments, sell  stamps 
or  market  their 
own  products. 

"We  replaced 
30  devices  that 
were  rather  old," 
says  Liberty's 
Haney.  "The  cost  of  the  machines  was 
nearly  1 00%  offset  by  the  reduction  in 
maintenance.  And  we  can  do  more  with 
the  new  machines.  We're  working  to 
issue  coupon  receipts  and  also  to  adver- 
tise our  bank  services  on  these  ma- 
chines. We  couldn't  have  done  that  on 
the  old  machines."  O 


Depreciation 
39% 
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IBbunced  check  costs  your 


By  Beth  Kobllner 
M<»My  Migaztna 
.If  you've  bounced  a  check 
lately,  you  probably  liit  tbe  rodE 
when  the  bank  socked  yon  with  a 
fee  The  average  charge  f w  a  re- 
turned check  soared  to  $18.35 
this  year^  up  21  percent  from 
$15.11  in  1990,  according  to  a  re- 
cent survey  of  300  banks  by  two 
'Washington,  D.C-faased  consum- 
er organizations,  the  Consumer 
Federation  of  America  and  the 
U.S.  Public  Interest  Research 


Group.  Only  17  states  set  caps  on 
what  banks  can  collect  for  a 
check  indiscretion,  with  limits  of 
$10  to  $26.  As  a  result,  some 
bankers  in  other  states  sock  cus- 
tomers with  fees  upwards  of  $30. 

Bankers  insist  that  these  lev- 
ies are  ji^tif  led.  "If s  against  tte 
law  to  bounce  a  chedc,"  says 
John  Hall,  a  spokesman  for  the 
American  Bankers  Association. 
"Tbe  charges  are  meant  to  be  a 
detCTTent"         '       •  - 

But  consumer  groupts  insist 


"-■;■■.' ^J 

that  many  institutions  are  gou^ 
ing  consumes.  Figures  from^^ 
Bank  Administration  Institute,  »j; 
research  group  in  Chicago,  show- 
that  banks'  median  cost  for  pnK^ 
cessing  a  returned  check  is  just: 
$1.32.  if 


Retailers  also  are  levying  fees^ 
for  bad.  checks.  If  the  same! 
check  is  returned  twice  by  tbeg 
bank  — not  uncommon  sinc^ 
seme  merchants  automaticaJj^ 
redeposit  a  bounced  check  '^ 
yoa  could  actually  pay  up  to  $80^ 
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Bounced 
Check 
Charges 
At  Some 
NH  Banks 

According 
to  a  federal 
survey,  it 
costs  banks 
an  average 
of  $1.30 
to  process 
a  bad  check 


Bank  of  NH  $u 

Cornerstone  15 

First  NH  20 

Fleet  20 

St.  Mary's  17 

Mllford  Cooperative  15 

Concord  Savings  15 

New  Dartmouth  15 

Pelham  Bank  &  TTrust  15 

Peterborough  Savings  20 

Plalstow  Cooperative  20 

Bow  Mills  Bank  &  Trust  15 

Merrimack  County  Savings  20  I 

NH  Federal  Credit  Union  15 

Granite  State  Credit  Union  15 

Triangle  Federal  Credit  Union  15 
Manchester  Municipal 

Employees  Credit  Union  10 


byJEANNtHuHHIS 

Banks  are  making  |obd  money 
off  your  t»d  checlu.  bvikini  eon- 
tulUuiti  Mr. 

it  cotti  binha  about  $1.30  to 
procpii  ■  bounced  check,  yet, 
conaullanta  My.  btnks  »n  chu-f- 
mg  sa  much  at  $30. 

'■Ift  •  real  gold  mine."  Edward 
r  Mrkvlcka  Jr.  Mtd.  Mrkvlcka  la 
the  author  of  'The  Bank  Book" 
^r>a  a  former  prealdent  and  CEO 
of  •  national  bank. 

"Atthwjfh  hankm  would  Kke 
us  to  ihink  of  OD  (overdraft)  fees 
•9  their  protection  against  re- 
turned-check  loues.  In  fact  over- 
draft* are  one  of  the  banki'  ma- 
M.  m^Jor  tnconw  produce™."  h« 
nld 

"Those  fees  are  not  for  dia- 
wuragtng  customer  OD  abuse- 
Tliey  are  generaUng  huge  prof- 
Jta."  he  Mid.  ■Pronta  that  make 
the  return  on  the  moat  proftlable 
kMn  (n  the  banki  loan  portToIlo 
pile  by  comparison." 

WJ*"'  else  can  a  bank  get  a 
2,000  percent  relum  without  any 
exposure  to  loaa.  he  said 

Jerry  Little,  president  of  the 
New  Hampshire  Bankers  Asao- 
ctatjon.  denied  the  charge. 

"No  one  wanU  to  make  a  proftt 
that  way."  he  said.  "Everybody 
would  be  happier  If  consumer*    . 
did  not  bounce  checks.  The  hct 
of  the  matter  is.  they  do  " 

He  said  banks  charge  fees  aa  a 
oeterrent  lo  check  bouncing  and 
to  recover  the  addiUonaJ  oosU  In- 
curred to  repair  the  consumer's 

A  ilUle  compaHson  ahonring  in 
New  Httppshlre  banks  reveals 
slpttpcanl  differences  In  fees. 
Fw  txample.  the  MsrKhestCT  Mu- 
niopal  Employees  Credit  Union 
<nj*rdrBft  charge  is  $10,  half  the  , 
$M  fee  charged  by  First  NH  mnd  j 
others.  * 

New  Hampshire  Banktng  Com-  \ 
misslnner  K  Roland  Roberge  ar- 
gued that  only  the  commercial 
banks  make  money  from  over- 
drafl  fees    Smaller  thrlfls  only  1 
break  even  because  they  are  not  I 
equipped  to  process  i  bounced  ^ 
check. 

"The  high  coat  of  overdraft  ser- 
vice" for  the  typical  bank  Is  Justl- 
fled  by  the  highly  speclaiiied 
handling  costs,"  Roberge  Mid. 

Mrkvicka  was  surprised  by  Ro- 
bergr's  commenta  and  called 
them  disingenuous. 

"I've  debated  many  bankers  on 
the  charges  and  not  one  has  ever 
ehallanged  the  figures  Tve  used- 
Your  commissioner  Is  throwing 
Bomethirg  out  of  left  field  and 
giving  you  a  spin  on  It  that  Is  not 
even  remotely  accurate,"  he  said. 
Take  the  eiample  of  the  Man- 
chester Municipal  Credit  Union. 
Mrkvicka  Mid:  "They're  doing  , 
One  with  $10.  So  how  are  we  do-  ( 
Ing  with  $20r  Probably  pretty  \ 
good."  J 

Plus,  the  Federal  Resetve  has  3 
found  It  costs  bsnks  on  the 
■versge  tl  30  to  proccsi  ■ 
bounced  check,  he  noted.  * 

"No  matter  how  you  slice  It,  the 
charges  ar*  outragous,"  Mrkvlcka 
•aid  f 

"it  Is  Imperative  the  banking 
commlutoners  . .  -  have  an  inter-  r 
eat  for  the  consumer  as  well  u  ' 
the  banking  Industry.  It  would 
appear  from  the  response,  he's 
only  got  part  Of  the  equation." 
Mrkvlcka  said 

Roberge  could  not  be  reached 
for  further  comment 

Bank  overdraft  fee*  have  alao 
caught  the  attention  of  other  O-i 
nandal  ejtx>ert« 

Robert  Heady,  publisher  of 
Bank  Rate  Monitor,  a  weekly  that 
tracks  inlerestrale  trends,  re- 
cently found  that  banks  through- 
out the  country  are  bectnning  to 
hike  overdraft  fees  as  high  at 
$30  I 

"No  doubt  about  It.  banks 
make  money  off  bounced 
checks,"  Heady  told  the  AssoclaU. 
ed  Press  this  month.  I 

Heady  said  banks  reallced  In 
the  early  1980s  bounced  checks 
were  becoming  "profit  c«nters"i 
and  began  to  rely  more  heavily 
en  fee-produdng  services  In  the 
face  of  increasing  loan-wiitlng 
\   competition. 

Overdraft  charges  aren't  the 
only  feet  heading  up.  The 
average  cost  of  maintaining  a 
regular  checking  account  rose 
18  9  percent  lo  $101  ■  year,  ac- 
cording lo  the  CgnnuneiJCedea: 
t\l?n  g(  American  and  the  U-S. 
Public  Interest  Research  Group 


which  studied  fees  at  900  banks 
in  23  sUte«. 

Mrkvlcka.  the  presldenl  of  R*. 
Uance  Enterprises,  a  naUonal  ft- 
nandal  consulting  firm,  snd  pub- 
Usher  of  Money  Insider 
newsletter,  outlined  measures 
consumers  can  Uke  to  help  pro- 
tect themselves  from  the  OD 
charges. 

t3o  to  your  bank  and  tell  them' 
you  want  your  account  red 
nagged,  he  Mtd  This  means  that 
a  bank  agent  wlU  penwnally  call 
you  should  you  bounce  a  check. 
You  win  have  until  thfe  end  of 
that  business  day  to  pul  the 
needed  money  In  ynur  account 

Most  banks  will  red  nag  your 
•wounl  If  youre  smsrt  enough  to 
ask  Your  bank  should  be  wiUIni 
to  do  that,' he  Mid.  / 

I.  J*f*^r**'  f'owever.  said  It  Is  un-' 
Ukely  the  average  bank  customer 
would  receive  such  spedal  treat- 

A  bank  would  probably  call  the 
governor  of  Vermont  or  other  Im- 1 
portani  customers,  Roberge  said. 
but  It  would  be  "unrealistic  to  er: 
P*rt  the  bank  to  call  you  and 
alert  you  to  the  f*d  you're  run- 
ning overdrafts." 

If  your  bank  Isn't  wilting  to  call 
yoUj^  Mrkvlcka  said.  And  another 
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Banks  Accused  of  Gouging 
With  Bounced-Check  Fees 


Hv  HAKBAKA  a  KKHM 

>fc  ASHINCiTON  —  The  (  on- 
\umft  FcOcraiion  of  America 
thar»rd  Wednevla>  thai  banks 
are  "|oujing"  ihcir  cusiomers 
*iih  f«icsM*e  fcr%  for  bounced 
I  hecks 

The  coniumei  advocac> 
group  released  a  study  shoeing 
ihai  the  industry  received  S4  35 
biUion  in  fees  foe  bounced 
checks  last  sear  su  times  more 
than  the  S6>li  million  in  direct 
costs 

It  s  a  »ot>d  example  of  out 
tight  price  gouging  ■  said  Chris 
Lri»is  the  association's  dir«HK 
uf  banking  and  housing 
"Bounced  check  fe«  are  a  r»w 
grab  (or  profits  " 

LUr  ■  8Uekap' 

tdward  Alwood  a  spokevnan 

for  the  American  Bankers  Aiso- 

ciaiion    deferuJed  the  (re\   sa> 

ing  that  hanks  »rrr  trying  not 


only   to  recoup  thtif  costs  but 
also  to  deter  check  Niunting 

But  Mr  Lewis  maintained 
that  banks  charge  tixi  much  "1 
think  eversone  would  agree  that 
900%  markups  arc  unfair  "'  he 
said 

"To  ihose  who  would  argue 
that  Its  a  deterrent.  Id  say  it 
looks  more  to  us  like  a  stickup  " 
The  study  found  that  prcKesv 
ing  bad  checks  cost  banks  S58I 
million  last  year  while  losses 
from  uncollened  checks  added 
another  Sl04  million  in 
expenses 

The  fees  charged  by  hanks  ex- 
ceeded the  direct  charges  by 
$3  67  billion  -  an  amount  equal 
lo  1 1*  of  the  industry  s  record 
5)2 ;   billion    in   earnings   last 

year 

dui  that  comparison  is  not  ex- 
act because  the  study  could  not 
take  inio  account  ail  of  the  in- 


Str 


/«nr«- 


Banks  Accused 
OfGou^ngon 
Bounced  Checks 

dusiry'*  coiu. 

The  usue  coukl  become  i  not 
ODC  fdribc  industry  if  it  catcbe* 
Coosm*'  tnenuoo  the  way  high 
intetnt  rate*  on  credit  card*  did 
in  1992.  i 

Lane  bank&.  tho«e  with  more  , 
than  $1  billion  of  a«»cti.  made  j 
the  mow  from  fee*  for  bounced  I 
checks  last  year,  the  study  j 
found.  1 

These  banks  chaiied  custom-  ; 
ers  971*  more  than  the  cost  of  j 
their  bad  checks.  i 

Midsize   bankv    those   with  j 
$300  million  to  Si  billion  in  as-  , 
setv  marked  up  bounced<heck  \ 
costs  469%.  while  smaller  banks  j 
marked  up  their  costs  3 1 5%         i 
'VaatlyOaUtrtplanatlon'       | 
The   assoaaiton   also   noted  ' 
that  a  Federal  Deposit  Insurance  | 
Corp.  study  concluded  that  bank 
service  charges  overall  jumped 
35%  to  $14  billion  in  1992  from 
$10.)  billion  in  1989. 

-These  bank  fee  increases 
vastly  outstrip  inflauon  and  in- 
creases in  bank  costs  many 
limes  over."  the  study  said. 

The  study  v»as  done  by  Mr. 
Lewis  and  Janice  C.  Shields,  an 
accounting  professor  at  Blooms-  I 
burg    University    in    Pennsyl- 
vania. _ 

CMiBatlMwQ«MU«M4       I 

The  assoaatioo  used  data  col- 
leaed  and  published  by  the  ABA 
and  the  Bank  Administration 
Institute 

Fnu  Elmendorf.  a  spokesman 
for  the  Consumer  Bankers  Asso- 
ciation, questioned  the  insti- 
tutes conclusion  that  it  cosu  on 
■verar  $1  32  to  process  a 
bounced  check.  He  thinks  the 
figure  IS  higher,  but  said  his 
group  has  not  cooducted  re- 
learcb  on  ii  . 

-I  think  a  lot  of  banks  don  i 
know  what  the  full  cosu  of  han- 
dling a  bounced  check  are.'  Mr. 

Elmendorf  said 
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ation,     said     the 

"certainly  not  a 
tllutlon." 

nt '  to  writing  bad  . 
itlon,  he  said,  the 
ecks  has  risen  in 
inks  more  money, 
gly  turned  to  fee- 

they   have   faced 
rom   finance  and 
King  loans, 
and  their  average 
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Group  claims  banks 
gouge  on  bad  checks 


By  DAVE  SKIDMORE 

Attoclattd  Prast  . 

WASHINGTON -A  consumer 
group  accused  banks  yesterday  of 
piling  up  billions  of  dollars  in  excess 
profits  by  gouging  customers  who 
overdraw  their  accounts.  Don't 
overspend  bank  balances,  the  group 
warned  holiday  shoppers. 

A  bank  industry  spokesman 
seconded  the  advice  but  rejected 
the  accusation,  saying  the  point  of 
overdraft  charges  isn't  profits  but 
penalties  stiff  enough  to  discourage 
people  from  bouncing  checks. 

The  Consumer  Federation  of 
America  said  an  analysis  of  data 
compiled  by  the  bankers'  trade 
group,  the  American  Bankers  Asso- 
ciation, showed  commercial  banks 
collected  $4.35  billion  in  bounced- 
check  fees  last  year. 

The  cost  of  handling  overdrafts 
totaled  $685  million,  leaving  $3.67 
billion  in  profits,  the  group  said. 
That  compares  with  the  industry's 
total  profit  of  $32  billion  last  year. 

"The  results ...  confirm  outright 
price  gouging,"  said  Chris  Lewis,  the 
federation's  banking  director. 
"Bounced-check  fees  are  a  raw  grab 
for  profits,  picking  the  pockets  of 


millions  of  unsuspecting  small  deposi- 
tors." 

A  spokesman  for  the  banker's  as- 
sociation, Ed  Alwood,  responded, 
"The  fees  are  completely  avoidable." 

"It's  very  simple,"  he  said.  "You 
don't  write  checks  for  more  money 
than  you  have  in  the  bank."  Moreover, 
68  percent  of  banks  offer  overdraft 
protection  lines  of  credit,  he  said. 

Alwood  said  fees  are  set  to  cap- 
ture customers'  attention  and  provide 
an  incentive  for  avoiding  overdrafts, 
not  to  pile  up  profits.  He  cited  the  con- 
gressional check  kiting  scandal  as  an 
example  of  what  can  happen  in  the  ab- 
sence of  penalties. 

"A  disincentive  must  be  in  place 
...  to  tell  people  they  can't  conduct 
their  business  this  way.  It's  not  good 
for  them  and  it's  certainly  not  good  for 
the  banking  industry.  If  we  were  lax 
about  bad  checks,  we'd  be  under  In- 
tense criticism  for  not  running  the 
banking  system  properly,"  he  said. 

The  consumer  report,  written  by 
Lewis  and  accounting  professor  Janice 
C.  Shields  of  Bloomsburg  University  In 
Pennsylvania,  says  large  banks,  those 
with  more  than  $1  billion  in  assets,  col- 
lected in  fees  971  percent  of  the  cost  of 
handling  bounced  checks. 


-72- 


269 


"^ 


*P«WU.'  \\\'   I  ^ 


ill 


Ban 
charges  for 
bad  checks 

By  DON  STANCAVISH 

SMIIWrM 

Checks  bounce, 
bankers  pounce. 
M^or  U.S.  banks 
are  charging 
customers  as  much  as 
$30  in  penalty  fees  for  a  single 
bounced  check,  a  Florida  based 
financial  newsletter  reported 
Monday. 

'I'wD  of  New  Jersey's  largest 
banks  -  First  Fidelity 
Bancorp,  and  Mid'antic  Corp. 
—  have  among  the  highest 
check-bouncing  fees  in  the 
nation,  with  several  other 
Garden  SUte  lenders  not  far 
behind- 
Nationwide,  the  average  bank 
fee  for  a  bounced  check  is 
$19.35.  according  to  a  survey  by 
the  Bank  Rate  Monitor,  which 
polled  120  banks  and  thrifts  in 
the  12  largest  cities  in  the 
country. 

A  year  ago,  the  average  was 
$18.66.  the  newsletter  said.  In 
1987,  it  was  $1.'). 

"Banks  have  been  making  a 
magnificent  profit  off  the  fees 
they  charge  for  bounced 
checks."  said  Robert  Heady, 
publisher  of  North  Palm  Beach, 
Fla.  newsletter,  which  released 
the  survey  on  Monday.  "The 
banks'  party  line,  of  course.  Is 
that  they're  covering  processing 
fees." 

The  anpual  survey  found  that 
in  the  New  York  metropolitan 
area  (including  Northern  New 
Jersey),  the  average  overdraft 
fee  was  $15.60.  ranking  it  10th 
on  the  list  of  12  in  terms  of  the 
highest  fees. 

However,  some  of  New 
Jersey's  banks  charge  fees  well^  » 
above  $15.60.  Newark-based 
First  Fidelity  and  Midlantic  of 
Edison  each  charge  customers 
$28  for  every  bounced  check. 

According  to  the  survey,  only 
seven  Philadelphia  banks 
charge  higher  fees,  at  $30  per 
rubber  check. 

First  Fidelity  reviews  ili  fees 
annually,  and  raised  its 
bounced-chcck  fee  in  March 
from  $25  to  $28,  said  Paul 
Levine.  a  bank  spokesman. 

Midlantic  raised  its  fee  to 
$28  from  $25  in  the  fall  of  1992, 
said  spokesman  Jay  Hartmann. 

First  Fidelity's  fees  are 
determined  hy  the  cost  of 


0 


Bounced-check  fees 


Average  bounced-check  charges  In  the 
country's  12  biggest  markets,  compiled  , 
by  the  Bank  Rate  Monitor  newsletter: 


Bounced-check  charges  at  the  eight 
largest  banks  in  North  Jersey,  which 
are  among  the  highest  in  the  nation: 


delivering  the  service  to  the  • 
customer  and  Ijy  what  the 
competition  charges,  Levine 
said. 

"Every  overdraft  requires 
manual  handling  in  a  heavily 
automated  system,"  he  said. 
"When  you  have  to  kick  a  , 

check  off  that  system,  it  costa 
'  iiIBliey.  It's  very  labor 
intensive."  Levine  said  he 
didn't  know  exactly  how  much 
money  it  cost  the  bank  to 
process  a  bounced  check. 

However,  Ed  Mierzwinski  of 
the  Washington-based  U.S. 
Public  Interest  Research  Group 
said  it  cost  banks  less  than  $1 
to  handle  a  bounced  check. 
Several  banking  officials 
disputed  that  figure,  although 
none  could  provide  th«  cost. 

"More  than  99.99  percent  of 
all  checks  clear  the  second  or 
third  time."  Mierzwinski  said  in 
a  telephone  interview.  "It's  a 
method  of  making  money." 


Mierrwinski's  group  and  the 
Cmsumer  Federation  of 
AmencaliTJune  released  a 
«tu<^  of  300  banks  in  23  states 
that  showed  bounced-check  fees 
had  risen  21  percent,  to  an 
average  of  $18,  since  1990. 

-'  First  Fidelity  collected  $23.1 
million  in  fees,  service  charges, 
and  commissions  during  the 
third  quarter,  which  ended  on 
Sept.  30.  In  last  year's  third 
quarter  the  bank  took  in  $18.2 
million  from  those  charges. 

Midlantic  collected  $20 
million  in  service  charges 
during  the  third  quarter,  the 
same  amount  it  reported  taking 
In  duftng  last  year's  third 

.  quarter. 

When  banks  were 
unprofitable  during  the  early 
Nineties,  many  looked  to  fee 
income  as  a  way  to  shore  up 
profits,  said  Jeff  Connor,  New 

■  Jersey's  banking  commissioner. 
That's  a  sentiment  echoed  in 


Monday's  survey. 

But  a  spokesman  for  the     .  -tj 
American  Bankers  Association 
denied  the  charge.  "It's  | 

certeinly  not  a  profit  center  for  j 
an  institution,"  said  John  HalL  1 
"It's  strictly  a  deterrent"  for  :| 
people  to  write  bad  checks.         .J 

Other  large  Garden  Sute         J 
bank  companievfnd  their  fees 
include  The  Bahk  of  New 
York's  National  Community 
Division,  $25;  Chemical  Bank 
of  New  Jersey,  $26;  UJB  i 

Financial  Corp.,  $23;  Citizens      i 
•  First  Bancorp  Inc.,  $22;  Valley    .' 
Nati6nal  Bancorp.  $22;  and         i 
N«(tWest/NJ,  $20.  t 

UJB,  Citizens  First,  and 
Valley  National  have  all  raised 
their  fees  within  the  last  U         j 
months,  each  of  the  banks  said,   i 

The  New  Jersey  Department    « 
of  Banking  doesn't  regulate  the    , 
fees  banks  charge  consumers, 
but  it  does  monitor  them 

Q)   See  BOUNCE  Page  D-2  ^ 
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through    the    commission's    con- 
sumer affairs  office,  Connor  said. 

"I'm  not  about  to  recommend 
we  regulate  fees,  but  it  would  be 
something  we  may  look  at  if  they 
got  too  high,"  Connor  said.  He 
characterized  "high"  as  bounced-> 
check  fees  of  $30  or  more. 

But  he  said:  "Of  all  the  consum- 
ers to  be  sympathetic  for,  those 
who  bounce  checks  are  not  at  the 
top  of  the  list." 

Kurt  Schaub,  a  spokesman  for 
the  New  Jersey  Bankers  Associ- 
ation, said  people  need  to  remem- 
ber that  bouncing  a  check  is 
against  the  law. 

"A  lot  of  banks  use  high  fees  as  a 
disincentive  for  customers  to 
break  the  law.  Bouncing  a  check  is 
an  illegal  act,"  he  said. 

Monday's  survey  found  that 
average  bounced-check  fees 
ranged  from  $28.90  in  Philadel- 
phia to  $11.05  in  Los  Angeles.  Fees 
tended  to  be  lower  in  California , 
because  of  lawsuits  against  flnan- 1 
cial  institutions.  Heady  said.'QL,] 


I 
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Bad  check 
fees  called 
'gouging' 

B\-  John  Waggoner 
USA  TODAY 

People  who  write  rubber 
checks  are  being  robbed  —  by 
their  banks,  says  the  Consumer 
Federanon  of  Amenca. 

The  average  bank  charges 
$18.35  for  a  returned  checls. 
the  CFA  says  —  up  21%  from 
$15.11  m  1990. 

The  average  fee  at  a  big 
bank  is  97Kf  higher  than  the 
processing  costs.  For  smaller 
banks,  ifs  315%. 

Banks  took  m  S4.35  billion  in 
fees  last  year,  the  group  says. 

CFA  banking  director  Chris 
Lewis  says  the  figures  "con- 
firm outnght  pnce-gouging." 

But  bankers  say  a  bad-check 
tee  IS  a  form  of  punishment 

"It's  meant  to  send  a  mes- 
sage that  you're  not  supposed 
to  bounce  checks,"  says  Diane 
Casey  of  the  Independent 
Bankers  Association. 

Big  banks  —  with  asseB  of 
Jl  billion  or  more  —  charge  an 
average  S20  per  check. 

Midsized  banks  charge 
$17.50.  Smnll  banks,  with  assets 
below  $300  million,  charge  $15. 

Highest  average  check- 
bouncing  fees,  according  lo 
Bank  Rate  .Monitor 

►  Philadelphia.  $28.90. 

►  Miami.  $25.20. 

►  Wastiingtoa  D.C.  $24.00. 
Los  Angeles  t)anks  charge 

tJie  least,  $11.05. 

Many  banks  raised  tees  this 
year  when  they  rewrote  bro- 
chures to  comply  with  the 
Truth  in  Savings  Act,  CFA  says. 

But  the  CFA  says  bank  poli- 
cies make  it  more  likely  to 
bounce  many  checks  instead  of 
one  because  they  tend  to  pro- 
cess the  largest  checks  first 

That  depletes  accounts  last 
—  and  lets  banks  bounce  all 
subsequent  checks. 


«a..^4i;jn:i=iiL-^:?^d;l-i^K'J./..lu'.-^i:l^.l.hTT^ 
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A  look  at  statistics  that  shape  your  finances 


Banks  charging  more 

Banking  service  fees  have  soared  since  1990: 

Average  '93  fee 

ATM  transaction 

from  another 

,  bank 

Interest-paying 

checking  account 

monthly  fee 


Bounced-check  fees,  1A 

Source  Consumer  Federai'on  ol  Amefica  survey 


By  Pattia  Joy  and  Web  Bryant.  USA  TODAY 
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BOUNCED  CHECKS  BOOST  PROFITS 


NSF  fees  and  other  revenue 
sources  offer  untapped  potential, 
contends  this  checking  account  expert 


Much  was  made  m  1990  of  savings  institu- 
tions' heightened  interest  in  acquiring  check- 
ing account  business 

No  less  than  $38  billion  Great  Western 
Bank  in  Bei'erly  Hills,  Calif.,  was  leading 
the  fight  to  grab  the  low-cost  core  deposits 
that  have  traditionally  been  the  province  of 
commercial  banks. 

But,  profitability  —  not  lust  growth 
— will  be  the  ultimate  determinant  of  the 
business'  success. 

Ralph  Haberfeld,  author  of  the  following 
article,  has  specialized  m  checking  and 
account  marketing  and  profitability  for  the 
last  16  years. 

Haberfeld's  business  and  client  statistics 
are  for  1989,  as  taken  from  Office  of  Thrift 
Supervision  reports 

According  to  Haberfeld,  the  1 990  quar- 
terly report  format  "obscures  checking  data 
to  the  point  of  uselessness"  because  the 
current  format  now  combines  checking  fees 
with  other  loan  fees  and  charges. 

Even  checking  balances  themselves  are 
difficult  to  decipher  in  the  new  format, 
Haberfeld  says. 

His  qualifications  of  the  data  notwith- 
standing, Haberfeld  recognizes  24  savings 
institutions  as  top  performers  —  those 
whose  checking  fees  represent  0.48%.if   " 
total  deposits.  The  business'  ratio  as  a 
whole  IS  0. 13% .  He  claims  16  of  those  24 
institutions  as  his  clients. 


The  most  successful  checking  account 
providers  are  characterized  bv  an  in- 
tense corporate  devotion  to  their  pro- 
grams. Thev  make  the  most  ot  their 
operations,  marketing,  fee  revenues 
and  cross-sales. 

Such  performance  can  be  emulated 
The  following  four  steps  are  recom- 
mended for  every  institution  seeking 
to  boost  its  checking  account  profits: 

1   Measure  your  program's  perform- 
ance 

2.  Focus  on  fees  charged  on  checks 
written  on  insufficient  funds 

3.  Charge  explicit  pnces. 

4.  Recognize  the  value  of  more  cus- 
tomers. 

Measure  your  program's 
performance 

Several  measures  are  critical  to  eval- 
uating a  program's  performance.  Of- 
ten, however,  many  institutions  do 
not  know  the  appropnate  questions  to 
be  asking  —  let  alone  the  answers. 

The  following  questions  should  help 
you  assess  your  program: 

•  What  percentage  of  your  customers 
overdraw  their  accounts  each  year? 

•  How  many  NSF  checks  does  the 
average  customer  write? 

•  What  percentage  of  total  potential 
NSF  fees  are  actually  collected? 

•  How  many  checks  are  processed  each 
month  per  equivalent  full-time  em- 
ployee? 

•  What  are  the  annual  fraud  losses  per 
account? 

•  How  long  does  your  average  cus- 
tomer wait  in  the  teller  line? 

•  What  percentage  of  customers  actu- 


by  RALPH  HABERFELD 

President 

Haberfeld  Associates,  Inc. 

Lincoln,  Neb. 

ally  pay  monthly  service  charges? 

•  What  IS  the  acquisition  cost  per  new 
account  opened' 

•  What  percentage  of  accounts  close 
each  year? 

The  ma|orifv  of  this  information  will 
be  collected  and  tracked  bv  vour  staff 
But,  every  managing  officer  should  be 
monitoring  some  key  ratios. 

NSF  fee  collections,  for  example, 
should  be  running  at  a  minimum  of 
88%  of  your  potential.  The  ratio  of 
inclearing  items  to  total  back-office 
personnel  should  be  at  least  50,000  per 
equivalent  full-time  employee  per 
month. 

Focus  on  fees  charged 
on  checks  written  on 
insufficient  funds 

Checking  fee  income  at  the  average 
savings  institution  with  assets  of  $100 
million  or  more  equals  0. 13%  of  total 
non|umbo  deposits  and  2.06%  of  check- 
ing deposits.  Top  performers  average 
0.48%  and  4.47%,  respectively. 

The  difference  is  the  second  group's 
focus  on  NSF  fees,  which  represent 
about  78%  of  their  checking  fee  in- 
come. 

Yes,  but  aren't  NSF  fees  an  un- 
seemly source  of  revenue?  That's  a 
knee-|erk  response  that  many  manag- 
ers have. 

Before  you  dismiss  NSF  fee  collec- 
tion, consider,  at  least,  what  you're 
giving  up. 

A  savings  institution  can  earn  an 
average  0.377f  of  total  (not  checking) 
deposits  in  NSF  fees.  Aggressive  insti- 
tutions can  earn  twice  that. 
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IfNSFfees 
represent  less 
than  half  of 
your  total 
checking  fees, 
you're  doing 
something 
wrong. 


Seasoned  programs'  NSF  fees  ex- 
ceed the  total  payroll  of  the  entire 
deposit  side  of  the  business,  both 
branches  and  back  office 

What  are  NSF  fees  worth?  One  insti- 
tution collects  more  than  $20  million 
per  vear 

If  NSF  fees  represent  less  than  half 
of  your  total  checking  fees,  you're 
doing  something  wrong 

NSF  fees  are  a  source  of  income 
that's  vours  for  the  taking   In  the  old 
davs,  perhaps,  vou  could  afford  to 
spurn  the  customer  who  bounced 
checks. 

The  NSF  customer  vou  turn  away 
will  have  no  trouble  finding  another 
checking  account.  And,  vour  refusal  to 
do  business  with  him  will  do  nothing 
to  help  societv  —  indeed,  it  will  serve 
onlv  to  help  vour  competition. 

If  vour  customer  base  is  typical, 
three-quarters  of  your  customers  will 
never  bounce  a  check 

NSF  customers  will  come  from  the 
remaining  25'f .  Half  of  NSF  revenues 
come  from  less  than  5'7r  of  all  custom- 
ers —  who  bounce  at  least  28  checks 
per  year. 

So,  although  vour  "typical"  check- 
ing account  customer  will  pay  noth- 
ing, NSF  fees  across  the  entire  base 
will  average  $38.80  per  year,  on  an 
average  of  almost  three  NSF  checks. 

Who  bounces  checks'  NSF  custom- 
ers are  not  bag  ladies,  the  unemployed 
or  the  working  poor. 

Thevre  college-educated  profession- 
als with  good  —  possibly  erratic  or 
seasonal  —  incomes,  time-demanding 
positions  and  enviable  life  styles. 
Thevre  toiling  away  in  the  legal  and 


accounting  firms  and  advertising  agen- 
aes,  not  standing  in  line  at  soup  kitch- 
ens 

You  can  maximize  your  NSF  fee 
revenues  by  implementing  or  making 
improvements  in  the  following  five 
areas: 

•  Charge  the  right  price. 

•  Honor  NSF  checks. 

•  Lxive  your  customers. 

•  Develop  effective  systems. 

•  Work  hard  at  collections. 

Here  are  some  tips  on  each  step. 

•  Charge  the  right  price.  How  do  you 
set  your  NSF  fee?  Most  institutions 
simply  ape  whatever  fee  the  leading 
competitor  is  charging. 

The  implication  of  that  "strategy"  is 
that  the  competitor  is  more  astute  and 
knowledgeable.  That's  a  dangerous  as- 
sumption, and  it  implies  that  there  is  a 
"market  pnce  "  for  bouncing  checks. 

A  market  pnce?  No,  that's  never 
been  proven.  But,  there  is  an  optimal 
price 

Although  most  customers  bounce 
checks  by  accident,  most  bounced 
checks  represent  a  life  style  decision. 
And,  life  stvie  decisions  are  affected 
by  price.  The  demand  curve  for  bounc- 
ing checks  is  elastic,  and  there  is  a 
point  on  that  curve  where  revenue  can 
be  maximized. 

My  clients  have  found  that  they  can 
collect  more  revenue  by  charging  $15 
per  bounced  check  than  they  could  at 
$10,  $17.50,  $20  or  S24. 

•  Honor  NSF  checks.  The  elasticity  of 
demand  lor  bouncing  checks  is  more 
complicated  than  it  first  looks.  NSF 
fees  are  a  shared  pricing  phenomenon: 
The  financial  institution  charges  a  fee. 


the  merchant  who  took  the  check 
charges  a  fee  and  the  customer  is  likely 
embarrassed  (which  economists 
would  identify  as  a  pnce). 

Your  decision  to  honor  rather  than 
return  an  overdrawn  check  reduces 
the  effective  price  to  your  customer. 
At  the  same  time,  it  pushes  the  elastic- 
ity of  demand  curve  to  higher  vol- 
umes. 

Honoring  checks  also  enables  you  to 
raise  your  price,  essentially  taking  the 
increase  out  of  the  merchant's  share 
while  seeking  a  new  optimal  point  on 
the  demand  curve. 
•  Love  your  customers,  NSF  custom- 
ers provide  hundreds  of  dollars  in  fee 
revenues.  Instruct  your  staff  to  treat 
them  as  the  valued  customers  thev 
are,  A  sympathetic  attitude  can  help 
collect  NSF  fees. 

Sympathy,  of  course,  stops  |ust 
short  of  waiving  fees.  NSF  fees  should 
virtually  never  be  waived. 

Personal  contact  in  the  fee  collection 
process  can  both  reinforce  the  cus- 
tomer and  increase  fee  collections. 

Contrarv'  to  what  some  say,  low- 
balance  customers  are  not  "clutter" 
and  'trash.  "  Successful  retail  busi- 
nesses recognize  that  the  customer  is 
king  and  every  one  is  precious,  espe- 
cially if  all  relationships  have  been 
priced  to  be  profitable. 

Many  savings  institutions  have  pre- 
ferred to  offer  checking  account  prod- 
ucts only  for  high-balance  customers. 
But,  the  marketplace  lends  itself  to  six 
different  checking  accounts,  each  struc- 
tured and  pnced  to  be  equally  profita- 
ble. 
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MANAGERS  DIFFER 
ON  THE  PRUDENCE  OF 
BUILDING  NSF  FEES 

Some  prefer  to  focus 

on  multiple  relationships 

NSF  charges  have  made  TCF  Bank 
Savings  FSB,  Minneapolis,  one  of  the 
business'  top  earners  of  checking  fee 
income,  according  to  President  Robert 
Evans. 

Evans  estimates  the  $4.7  billion  bank 
earned  an  average  $108  in  interest  and 
fees  on  each  of  its  365,000  checking 
accounts  last  year  —  or  $39  million. 

Dave  Humphrey,  president  of  Eu- 
reka (Kan.)  Federal,  is  another  advo- 
cate of  NSF  earnings. 

The  $310  million  institution  last 
year  booked  $1.2  million  in  checking 
fee  income,  helping  to  boost  the  capital- 
deficient  institution's  core  capital  to 
2.2%  of  assets. 

It  was  the  first  time  fees  earned  on 
the  checking  accounts  exceeded  inter- 


est earned  on  the  deposits. 

And,  the  institution  has  refined  its 
pricing  approach:  Its  standard  bounce 
fee  is  $15  per  check,  but  Eureka  will 
honor  bad  checks  for  an  additional  $3. 

The  extra  fees  have  boosted  fee 
income  9%,  and  the  customers  haven't 
complained  about  the  $18  charge, 
Humphrey  says. 

But,  as  Ralph  Haberfeld  acknowl- 
edges ill  the  accompanying  article, 
not  every  institution  is  willing  to 
build  checking  account  profits 
through  NSF  fee  income. 

"I  find  the  idea  to  be  bizarre,"  says 
Robert  Hoppenstedt,  vice  president 
for  personal  banking  at  $915  million 
Liberty  Bank  for  Savings,  Middle- 
towm.  Conn. 

"We  don't  think  it  is  good  for  the 
image  of  the  bank  to  have  checks 
bouncing  all  over  the  community," 
adds  William  White,  president  of  $354 
milUon  First  Federal  Savings  Bank, 
Winston-Salem,  N.C. 

Hoppenstedt  and  White  both  sub- 


scribe to  a  marketing  approach  es- 
poused by  FISI-Madison  Financial, 
NashviUe,  Tenn.  Like  Haberfeld,  nSI- 
Madison  offen  consulting  help  in  check- 
ing account  marketing. 

Don  Taylor,  FISI-Madison  vice  pres- 
ident of  sales,  says  NSF  accounts  add 
to  the  operating  expense  of  an  institu- 
tion but  will  likely  never  lead  to 
profitable  relationships. 

In  fact,  he  says,  they  may  clog  teller 
lines  and  make  doing  business  with 
an  institution  more  unpleasant  for 
good  customers. 

Rather  than  using  its  checking  ac- 
counts to  generate  NSF  fee  income. 
Liberty  Bank  hopes  to  use  them  to 
establish  household  banking  relation- 
ships that  will  lead  to  additional  cross- 
sell  opportunities. 

In  fact,  Hoppenstedt  says  the  bank 
has  little  interest  in  checking-only 
customers.  It  recently  raised  its  fees 
and  balance  requirements  to  "weed" 
those  customers  out. 

Joseph  Harrington 


Our  clients,  who  target  the  entire 
marketplace,  find  that  half  of  their 
customers  have  low  balances  —  about 
$487  Such  accounts  are  profitable,  how- 
ever, because  they  provide  more  than 
80%  of  all  NSF  fees  and  earn  no  inter- 
est. 

Because  no  interest  is  paid  on  aver- 
age balances  —  which  are  only  about 
one-third  of  the  overall  average  bal- 
ance —  the  accounts  produce  spread 
income  that  is  75%  of  the  overall  aver- 
age. 

•  Develop  effective  systems.  Don't  let 
data  processing  dictate  to  you 

Hard  work  at  marketing  can  genet- 
ate  additional  checking  accourtts"  But, 
keep  in  mind  that  growth  will  have 
implications  for  your  operations. 

■These  large  volumes  require  auto- 
mated pay  or  return  decisions,  collec- 
tion and  anti-fraud  identifications, 
telephone  responses  and  many  other 
functions   Be  certain  that  you  or  other 
responsible  managers  —  and  not  pro- 
grammers —  are  making  critical  deci- 
sions about  these 

Posting  sequence  is  a  key  issue  that 


may  very  well  affect  your  success  in 
collecting  NSF  fees.  Many  data  proc- 
essing systems  sort  checks  into  size 
sequence,  smallest  first,  and  post 
against  an  account  until  a  check  will 
not  post.  The  system  then  moves  to 
the  next  account,  minimizing  com- 
puter time 

But,  this  procedure  minimizes  NSF 
fee  revenues  because  the  maximum 
number  of  checks  that  could  be  posted 
were  posted 

PosHng  randomly,  or  in  check  num- 
ber sequence  (which  is  effectively  ran- 
dom according  to  size),  can  increase 
vour  fee  revenues  about  15%. 

Consider  posting  the  largest  checks 
first  Then,  try  to  post  every  check 
against  that  account. 

In  addition  to  maximizing  your  NSF 
fees,  the  customer  will  be  better 
sersed  as  well. 

The  largest  and  most  important 
checks  will  be  the  first  paid  from  avail- 
able funds  That's  sure  to  be  appreci- 
ated if  the  check  is  for  the  mortgage 


payment,  for  example.  The  system 
change  may  help  the  customer  avoid  a 
large  late  charge 

Admittedly,  you  may  have  to  force 
the  closing  of  some  accounts  of  NSF 
customers.  As  many  as  half  ot  all 
closed  accounts  are  forced  closings 
due  to  an  inability  to  collect  NSF  fees. 

One  institution  found  that  forced- 
closed  accounts  typically  represented 
$92  of  uncollected  fees.  However,  $116 
had  already  been  collected  on  these 
accounts,  or  about  three  times  what 
(he  institution  had  spent  to  acquire 
them.  ■ 

•  Work  hard  at  collections.  The  insti- 
tutions that  devote  the  most  effective 
labor  to  NSF  fee  collections  have  the 
highest  collection  ratios. 

If  you  do  nothing  but  write  the 
occasional  rude  letter,  your  NSF  fee 
collection  ratio  can  be  as  low  as  68%o. 

To  achieve  a  standard  of  excellence 
—  a  collection  ratio  of  93.5%  —  you'll 
have  to  follow  a  plan. 

Start  to  alternate  telephone  contacts 
with  personalized  form  letters  as  soon 
as  an  account  becomes  negative,  either 
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Posting 
randomly  or 
in  check 
number 
sequence  can 
increase  your 
fee  revenues 
about  15%. 


because  of  fees  or  an  honored  check. 
You  should  be  able  to  collect  on  more 
than  91%  of  these  accounts. 

Force-close  any  account  that  cannot 
be  revived  within  a  calendar  month  of 
becommg  negative,  but  don't  forget  it. 

You  might  turn  the  account  over  to 
an  outside  collection  agency   Or,  the 
customer  mav  voluntanly  return  to 
clear  his  name  from  a  blacklist  system. 

Don't  hesitate  to  offer  the  customer 
amnestv  and  a  negotiated  settlement, 
especially  if  he  will  reactivate  the  ac- 
count. 

Charge  explicit  prices 

NSF  fees  mav  be  the  most  important 
checking  fee  revenues,  but  they  are 
not  the  onlv  available  source  of  in- 
come 

As  with  NSF  fees,  the  way  to  in- 
crease the  fees  you  earn  on  other 
services  is  to  trade  price  for  volume. 

Many  savings  institutions  include 
several  ser%'ices  in  their  checking  ac- 
count prices  and  imagine  that  these 
services  are  free  There  is  no  such 
thing  as  free. 

Bv  unbundling  fees  on  automated 
teller  machines,  safe  deposit  boxes, 
the  printing  of  checks  and  unrelated 
services  (insurance  programs,  lost  key 
return,  etc.),  an  institution  can  reduce 
Its  regular  ser\'ice  charges  and  collect 
more  fees  overall 

Lower  regular  service  charges  can 
increase  the  marketability  of  your  check- 
ing product  The  other  fees  you  charge 
—  for  checks  or  ATM  usage,  for  exam- 
ple —  are  generally  not  market  vana- 
ble. 


Recognize  the  value  of 
more  customers 

Checking  accounts  are  the  key  to  a 
low  cost  of  deposits  The  effective  rate 
on  checking  accounts  is  very  low,  typi- 
cally well  under  4%  at  most  institu- 
tions. The  balances  are  also  relatively 
small,  slightlv  more  than  10%  of  non- 
jumbo  deposits  at  these  institutions. 

The  larger  impact  on  checking,  then, 
is  made  by  the  other  accounts  acquired 
from  additional  checking  customers. 

Several  studies  have  shown  that,  on 
average,  a  customer  whose  first  ac- 
count is  a  checking  account  will  even- 
tually bring  0.45  passbooks,  0.22  certif- 
icates, 0.09  individual  retirement  ac- 
counts and  0.07  money  market  ac- 
counts to  an  institution. 

These  accounts  come  to  savings  in- 
stitutions, just  as  they  formerly  went 
to  commercial  banks   A  checking  ac- 
count gives  an  institution  the  right-of- 
first  refusal  on  all  of  the  customer's 
money  —  without  the  institution  hav- 
ing to  incur  the  cost  of  advertising 
rates. 

Our  clients  generally  make  a  profit 
of  about  Sb8  per  checking  account  per 
year  The  other  accounts  provide  more 
marginal  spread  income  than  the  check- 
ing account  itself  earns. 

When  measuring  the  profitability  of 
your  program,  look  at  your  customers 
as  a  whole,  not  |ust  at  the  individual 
elements  of  the  checking  account  rela- 
tionship 

More  checking  accounts  also  tend  to 
increase  productivity  and  reduce  unit 
costs. 

You  can  expect  significant  econo- 


mies of  scale  in  the  checking  back- 
office  up  to  about  20,000  accounts. 

Institutions  with  fewer  than  5,000 
checking  accounts  will  usually  use  an 
outside  servicer  for  check  processing. 
Total  direct  back-office  costs  in  that 
environment  can  be  as  high  as  $42  per 
account  per  year. 

But,  by  the  time  a  program  grows  to 
8,000  accounts,  in-house  alternatives 
can  make  sense,  and  back-office  costs 
can  drop  to  $26  per  account  annually. 

Institutions  with  more  than  20,000 
accounts  can  expect  back-office  costs 
near  $23  and  marginal  back-office 
costs  around  $12  per  account  per  year 

Modest  economies  are  realized  there- 
after unril  the  program  hits  the  100,000- 
account  mark 

At  institutions  that  have  excess 
branch  capacity,  the  addition  of  more 
checking  accounts  can  boost  teller  pro- 
ductivity. Idle  time  will  be  better  spent 
by  handling  quick  transactions. 

Eventually,  more  accounts  mean 
more  tellers.  Checking  transachons  tend 
to  be  predictable  in  terms  of  times  for 
peak  demand   Additional  tellers  can 
be  mostly  peak-timers,  whose  hourly 
and  fringe  beneht  costs  will  bring  down 
your  average  personnel  costs. 

More  frequently,  though,  managers 
say  their  checking  aspirations  are  in- 
hibited bv  inadequate  exisiting  branch 
capacity. 

This  doesn't  have  to  be  the  case.  In 
fact,  the  addition  of  more  customers  is 
more  a  matter  of  will  than  physical 
capacity 

Pyramids  were  built  to  last  for  eter- 
nity. But.  retail  outlets  die  if  they  do 
not  grow  and  adapt.  0 
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UlERlClVBiVkER 

Opinion 


Bv  Paul  S.  Sadler 


Wrdnesdav.  April  14  I99.i 


Customers  Accept  Higher  Fees 
When  Banks  Use  a  Little  Finesse 


The  ideas  thai  baoken 
glean  ai  conference  recep- 
tions and  in  ihe  nails  arr 
usually  as  valuable  as 
those  generated  from  the  plai- 
form 

This  was  certainly  irue  at  the 
recent  National  Fee  Producing 
Conierence  thai  the  \niencan 
Bankers  Association  held  in  San 
Francisco. 

For  example,  at  our  brealc&si 
table,  one  banker  said  that  he 
had  changed  his  check  cleanog 
policy  so  thai  when  several 
checks  came  in  on  an  account  in 
one  day,  he  now  handles  the 
largest  first  and  works  down. 

"Now  if  someone  has  S200  in 
the  account  and  writes  checks 
for  S5.  J 10.  and  for  S300.  the 
largest  one  clears  first  and  is 
treated  as  an  overdraft.  .\i\  three 
then  become  overdrafts  and  we 
earn  S22  apiece.  Since  we  started 
clearing  the  largest  firsL  our  in- 
come in  our  small  bank  has  gone 
up  over  $80,000  a  year-" 

[ncrclA  Helps 
Why  do  customers  stand  for 
this"* 

Jack  Whittle,  chairman  of 
Chicago-based  Whittle  and 
Hanks,  ofTered  two  reasons  in 
his  discussions  of  "New  Pnang 
for  Old  Prtxlucts"  -  one  of  the 
conference's  agenda  topics. 

First,  there  is  inerua.  People 
accept  the  service  you  provide. 
simply  because  they  don't  like  to 
move  accounts.  And  this  is  espc- 
ciallv  so  when  they  have  books 
of  printed  checks  they  would 
have  to  throw  out  J  they 
changed  banks. 


Mr.  NkUct  II  t  ctininDuunf  ediior  o( 
Americvi  BanJw  uul  proi'esur  of  H- 
Mn«  »i  the  Ruiien  Lnivtracr  Gradu- 
itf  School  of  Minaiement. 


Second,  as  Whittle  reveals. 
people  pay  out  of  guilt. 

People  know  ihat  when  ihey 
have  overdrawn  their  accounts, 
"they  have  been  naughty,"  so 
they  are  wilUng  to  pay 

Whittle  goes  funher  "Send 
out  a  mixed  message '  he  says 
"When  a  person  overdraws  his 
account,  send  him  a  coupon  for 
a  fret  ovenlrati  next  time,  even 
though  you  charge  htm  a  hefty 
fee  this  time.  * 

This  is  especially  valuable  for 
the  bank  if  on  top  of  the  over- 
draft fee  you  add  an  interest 
charge  each  day  the  account  is 
overdrawn. 

"Maybe  the  day  wiU  come." 
WTiiEtle  adds  jocularly,  "when 
the  bank's  people  will  wear  a 
badge  asiang.  'Have  You  Had 
Your  Overdrait  Today "^  " 

Ail'Important  Fee  Lncome 

To  Whittle,  though,  the  basic 
idea  of  augmented  fee  genera- 
tion IS  no  laughing  matter  Wuh 
competition  so  strong  m  lending 
from  such  compeuton  as  Gcn- 
eraJ  Motors  and  .AT&T,  banks 
will  be  relying  more  and  more 
on  fee  income  to  cover  person- 
nel costs. 

Ttus  helps  explain  why  John 
Wolff,  the  aBA's  managing  di- 
rcaor  in  charge  of  the  confer- 
ence, reponed  that  attendance 
soared  at  this  recent  meeting 
even  though  most  other  bank, 
conferences  are  way  down  in 
Dumber  of  registranis. 

The  idea  of  charging  and 
charing  bothered  some  bankers 
at  the  meeting  -  espeaaJly  com- 
muntiy  bankers  who  worry 
about  what  their  local  people 
thjnk  about  them. 

In  response  to  this.  Whittle 
was    a    little    more    diplomatic 


WITH  COMPETITION 
in  lending  so  siwngfrom 
such  competitors  as 
General  Motors  and 
AT&T,  banks  Will  be 
relying  more  and  more  on 
fee  income  to  cover 
personnel  costs. 

than  he  was  in  his  previous 
statement  (in  which  he  said  that 
if  you  add  an  annual  charge,  do 
It  on  the  .August  or  December 
statement,  winch  people  gener- 
ally don't  open  anyway). 

[o  trod  ncLQ  g  Ch&rges 

"If  you  are  gomg  to  charge  for 
a  service  like  ATMs  or  the  ever 
more  popular  service  of  obtain- 
ing balance  informaiioo  by 
phone,  don't  do  it  right  away 
Wail  a  year  or  r*o  until  the  cus- 
tomer IS  accustomed  to  it  and 
depends  upon  it,"  he  suggested. 

Can  you  oiTer  a  new  service 
only  at  the  new  ofTice  or  lower 
prices  in  the  new  branch  without 
lowering  them  in  the  rest  of  the 
bank""  Again  Whittle  responds 
that  the  inerua  and  unwilling- 
ness of  people  to  have  new 
checks  printed  makes  ihis  work. 

The  basic  point  that  Whittle 
and  others  presented  is  that  peo- 
ple want  to  be  loved.  If  they  get 
an  occasional  ihank-you  letter 
or  a  call  from  the  bank,  they  will 
Qot  even  think  of  the  servpce 
charges  that  art  being  placed  on 
their  accounts. 

But  the  conference  was  not 
basically  devoted  to  raising  fees 
on  traditional  services.  Far  more 
imporunt  were  the  discussions 


of  new  ser%nces  thai  banks  can 
offer  on  a  tee  basis  -  notably  m 
the  insurance  and  mutual  fiind 
area^ 

At  the  ajrpon  going  home,  t 
bumped  mio  one  banker  who 
Sdid  It  was  wonh  the  price  of  the 
entire  cotitercnce  to  learn  that 
debt  cancellation  insurance  for 
death,  disability,  or  jnemploy- 
mcnt  may  be  a  legal  bank  ser- 
vice, not  subject  to  the  iQiurance 
commission  He  felt  this  would 
be  3  tremendous  revenue  gener- 
ator for  his  bank. 

And  as  panel  after  panel  dt^ 
cussed  the  opportunities  m  of- 
fering annuities  and  mutual 
fundi,  the  suggestion  came  up  of 
usmg  sales  gimmicks,  such  as  of- 
fering a  present  to  customers 
who  come  into  the  bank  instead 
of  doing  ail  their  banking  at  the 
dnve-in 

luoe  of  Liability 

A  major  point  made  at  the 
conference  was  that  the  custom- ■ 
er  must  be  clearly  informed  * 
when  shifung  funds  from  an  in-- 
sured  deposit  account  to  an  un-< 
insured  annuity  or  fund  | 

Already  at  least  one  bank  vid- 
eotapes every  sales  meeting  with, 
customers  who  buy  these  prod- 
ucts, so  that  the  bank  will  have 
evidence  that  the  customer  wa$ 
mformed  -  should  there  be  any 
lawsuit  I 

If  an'^ing.  the  conference 
showed  that  banking  u  change 
ing.  Ne»  serMces  and  new  pric- 
ing methods  will  be  the  keys  to 
the  future.  Q 
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For  Financial 
Institutions 


Special  Bonus  Issue 
25  Wavs  To  Increase  Fee  Income 


Dear  Bank  Execuciva, 

The  following  checklist  concains  25  bank-cesced  techniques  to  improve 
fee  income.  Every  effort  has  been  aade  to  ensure  these  ideas  are  directly 
applicable  to  your  bank. 

To  get  the  jicst  from  this  checklist,  hold  a  special  meeting  with  your 
officers  and  go  through  the  points  one  by  one.   Select  the  ideas  you  can 
use  right  now  and  then  delegate  them  to  your  officers  to  carry  out. 

n  1.  Mark  up  the  fee  you  charge  for  printed  customer  checks. 

If  your  vendor  charges  you  $6  for  a  basic  package  of  200  checks,  charge 
customers  S7.50  (a  25  percent  markup),  or  39.00  (a  50  percent  markup). 
We've  calked  to  bankers  who  have  gradually  increased  their  aarkup  to  75 
percent  without  a  single  customer  complaint. 

n  2.  Keep  a  list  of  service  charge  waivers. 

Require  everyone  to  record  waivers  on  a  fora  so  you  can  tall  which 
emoioyees  allow  chet:.   The  fora  should  include  the  customer  name,  data, 
bank  employee  who  authorizes  the  waiver,  a  description  of  the  waiver,  Che 
reason  for  ic  and  the  dollar  amount.   Review  the  form  once  a  week. 

n  3.  Charge  additional  fees  for  extended  overdrafts. 

When  you  let  an  overdraft  go  uncovered  for  more  than  a  day  or  cwo,  ic  costs 
you  money  even  if  your  OD  fee  is  high.  When  a  customer  fails  Co  cover  his 
overdraft  within  cwo  days,  make  an  additional  charge.   For  example,  charge 
an  additional  55  for  every  seven  days  the  account  Is  not  covered,  or  12 
percent  interest,  whichever  is  greater. 


4.  Raise  your  customer  overdraft  fee. 

If  your'oD  fee  is  presently  under  S5,  double  it.  The  number  of  overdrafts 
will  fall,  but  your  total  fee  income  will  increase.  .\3  a  general  rule  of 
thumb,  customers  average  2  overdrafts  per  year.   This  means  chat  each  $L 
increase  in  your  OD  charge  raises  fee  l.^coce  by  S2,000  per  1,000  accounts 
annually. 


1.  ire  I't 

-or   nitr 

'rz 

;  :t  1  '.f". 

«  irx 

11 

;*^  c_4f 

l^-ilO", 

4rc 

■-•  ti-C 

e  « 

-*=i  ; 

I.- 

rv  3-.I*' 

Cjr^yia- 

1 

-c.  ;:i 

'.^n 

!-  s:-*^ 

<*;•  "*c*.-*  i-J  £;«:*  **^  -*•  "cs*-*  -«aiCT  ■  33*.  t 
.A'«  A  S0533.  Sifcs-t'^'Ait  ^m:a-;«  s.1.3  i:  »'?'-'' .;«•• 


-81- 


278 


Fee  Income  Report 


D     5.  Charge  customers  for  their  incoming  wire  transfers. 

A  fee    for   oucgoir.g   vire    transfers    is   connon,    but   you   should   also  charge   for 
incomiag   transfers.      You  have    expenses   both  ways.      For  most   banks,    a  $10 
charge   should    recoup   costs   and   provide   additional   fee    income.      Carefully 
monitor  vhat   your   correspondent   bank  charges   you  to  process  wire   transfers 
and  adjust   your   fees   accordingly. 

n     6.  Charge  a  fee  for  dormant  passbook  savings  accounts. 

Inactive   accounts,    especially    those  with   low  balances,    cost   you  money.      For 
accounts   with   balances   under   S500    that   have   been   inactive    for   two  years, 
charge   a  quarterly    fee   of   S3.      Send   statements   on   inactive   accounts 
annually,    instead   of   quarterly   or   monthly.      Caution:      Consider  waiving   this 
fee    if   the   custocer   is   under    18    to   avoid   the   appearance   of    "robbing" 
children's   Christ::as   money. 

n     7.  Pay  tellers  a  25  percent  incentive  for  discretionary  fees. 

Fees  we  consider  discretionary  are  charges  for  money  orders,  photo  copies, 
and  balance  inquiries.  Pay  tellers  and  bookkeepers  25  percent  of  the  fees 
they   collect   for    these   services    and   you'll   see    the    income    from  them   triple. 

n     8.  Charge  an  annual  maintenance  fee  on  home  equity  loans. 

An  origination   fee   covers    the    set-up   of    the    loan.      To   cover   your  ongoing 
costs,    charge   an   ar.nual  maintenance    fee.      For   e-xample,    a   S35    annual   charge 
on   200   home   equity   loans   creates    37,000   in   additional   fee    income   each  year. 

n     9.  Charge  a  fee  for  real  estate  inspections. 

This    is   not   an   appraisal,    but   a   physical   inspection  of   a   house   or 
commercial  buildir.g  by  a  bank  loan  officer.      It  gives   you   firsthand 
information   and   documentation   to   assure   the   quality   of    the    loan.      Charge 
S50   for  a  home   insoection  and   SIOO   to   inspect   a  commercial  building,   with 
an  e.Ktra  charge    for   mileage   outside   your   city.      Make   certain   the  buyer 
understands    the    inspection   is   not    for  warranty   purposes. 

D     10.  Charge  a  fee  on  .A.TM  cards. 

If   you've  been   giving   away   your  AT>1  service,    it's    time    to    think  about   a 
charge.      Two    fees    commonly   used   are:       I)    a   SIO   annual   card    fee;    2)    a   25c 
transaction   fee.      Contact   your  ATM   representative   for   assistance.      An 
annual   310   fee   on    1,000   accounts   creates   310,000   additional   fee   income   per 
year. 

n     11.  "Broker"  trust  services  through  a  larger  bank. 

Few  banks   under   SIOO   million   in   assets   can  afford   to   staff   a   professional 
crust   department.      One  alternative    is    to   refer   these   accounts    to   an 
established   trust   department  at  a  non-competing   Institution.      Negotiate  a 
fee    for   referrals.      For   e.-tample,    325   per   referral   plus    20    percent   of   the 
annual   fee   income    from   the    trust.      Safeguard   your   customer   relationships   by 
requiring   that    vour   bank   be   designated   for   CDs   and   other   bank   investments 
recommended  by    the    trust   department. 
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n     12.  Charge  "by  the  hour"  for  loan  fees. 

Sec   hourly  charges    for  the   cime  your   employees   spend  documencing  coaimercial 
loans.      This   assures   you   that  your   fees  will   at   least   recover  your  costs. 
Charge   S50   to   S75   per  hour   for  an  officer's    time,   and  $25    to   $35  per  hour 
for   clerical  work.      Keep   the   cime   log   in  the   customer's  credit  file  and 
collect   the  fees   when  you  make   the   loan. 

D     13.  Ask  commercial  customers  to  pick  up  their  bank  statements. 

You   can  cue   postage    costs    if   your   commercial   account   customers   pick  up 
their   own  monthly   statements.      On    1,000   commercial   statements   weighing   3 
ounces    each,    you'll    save    3560   a  month.      Most   business   customers   are   in   the 
bank  once  or   twice   a  week  anyway,    so   it  would  not  be  a  special  trip   for 
them.      Tell   thea   they  can  receive   their  statement  sooner   if    they  pick  it 
up.      Statements    chat   are  not   picked  up  within  a  week  can  be  mailed  or  hand 
delivered  by   a   bank   employee. 

n    14.  Order  statement  supplies  through  a  "purchasing  ofTicer." 

You  can  keep   tighter   control  on  office   supplies  when  one  person  places  all 
of   the   orders.      Funnel  all  requests   for  new   supplies   through   this  person. 
The  purchasing  officer   should  order  quantities   for  annual  usage  and   take 
bids  whenever   possible.      For   instance,   switching  from  quarterly  to  annual 
purchases  on  No .    6   3/4  envelopes   saved  one   bank  $143  a  year  on  a  total 
order  of   20,000. 

n    15.  Take  a  S5  markup  on  title  applications. 

To   recover   the   cost   of   time  spent   filling  out   customer  title   applications, 
charge   a   S5   markuo .      The   fee    is   justified   because   each  word   on   the   title 
must  be   lecter  perfect.     Car  dealers   charge   for   this  job — banks  should   too. 

D     16.  Charge  $1  a  month  to  call  customers  about  their  overdrafts. 

This   is  a  service  most  banks   now  give   away.      The  phone  call  gives   the 
customer   immediate   notice  of   the  CD  and  allows  him  or  her   to   cover  the 
overdraft  before   additional  checks   are  cleared.     This  service  can  benefit 
both  you  and  your  customers — but  you  need   to   SELL  it. 

n     17.  Renegotiate  your  deal  on  bank  credit  cards. 

Do   you   issue  VISA  or  MasterCard   through  another  bank?     It  may  be  time   to 
strike  up   a  better   deal.      $10   per  application  and  25  percent   of   the  annual 
card   fee — each  year — is  better   than  most  banks   get  now.      If   your 
correspondent   bank  won't   budge,    look   for   a   better  deal  at   other  banks. 
Another  bargaining   point   is   an   agreement    that    allows   you   to   participate   in 
a  share  of   the   credit  card   loans. 

n     18.  Use  low  cost  incentives  to  sell  more  credit  insurance. 

It's   not   necessary   to   pay  sales   incentives   of   25   percent  or  more  on  credit 
life   insurance    to   get  results.     Offer  your   loan  officers   an   incentive  of   51 
or   $2   per   policy   and   set  up  a   tracking  system  to   identify  your   top 
salespeople   for   special  monthly  recognition. 
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D     19.  Increase  a  customer's  OD  fee  after  five  overdrafts. 

Discourage   customers   vho  have   excessive   numbers   of   overdrafts   by  doubling 
the   tee  after   the   first   five  overdrafts.      If  you  charge  57.50  now,   retain 
that   as   the  charge    for   the   first   five  overdrafts.     For   Che   sixth  and  all 
additional  overdrafts   charge  $15   each.      The   additional  charge  will  reduce 
the   number   of   overdrafts   and   increase   fee    income. 

n     20.  Charge  a  SIO  fee  when  dealers  pick  up  titles  on  floor  plans. 

When   dealers   come    in   to   pick  up    the  MSO,    title,    or  collateral   papers   after 
they  sell  a  car  or   boat,   charge   them  SIO   each   time.     This   charge  is  easier 
for   dealers    to   svaliow   than  a   lump   sum  annual   fee   for   a   line   of   credit. 
For  example,    a  car   dealer  who  sells  an  average  of   15  vehicles  a  month  would 
pay  SI, 800  a  year   in  fees   to  your  bank. 

n     21.  Discuss  "Fee  Income  Report"  with  your  officers. 

Each    time   Fee    Income   Report   arrives    in   the   mail,    scan   it    to    see  what   ideas 
would   work  at   your   bank.      Then   route    the   report    to  department   heads   so   they 
can  make   their   own   recommendations.      Discuss    the   report   during  bi-weekly 
officer   meetings,    with   an  eye   on   implementation  of   ideas. 

□  22.  Charge  a  fee  to  set  up  real  estate  escrow  accounts. 

SI   per   thousand,   with  a  550  minimum,    is   the  going  rate.      Also   charge  53 
each   time   you   credit   a   payment    to    the   seller's   account  within   Che   bank. 
Add   another   SI    if    the   payment   has    to   be  mailed,    and   51   each   if    there   are 
multiple  disbursements.      Market    the   service   by   paying   a   525    per   concract 
referral   fee    to    real   estate   brokers. 

□  23.  Charge  S20  per  hour  for  balancing  customer  checkbooks. 

This   work   routinely   involves   looking   up   old   checks   and   statements   and 
explaining   to    the    customer  how   to   do   Che   balancing  himself.      If  he  wenc    Co 
an  accountant   or  C?A  for  help,   he  would  pay  more.     Also   charge  520  per  hour 
for   "research"    cime   spent   by  your  bookkeepers    to   assist   customers  with  jobs 
they've   requested. 

n     24.  Sell  credit  insurance  as  a  "payment  protection  plan." 

Most   customers   cringe  at   the  word  "insurance."     If  you  refer   Co  credit  life 
as   a  payment   protection  plan  and   price   it   as  part  of   their  monthly  loan 
pa;/nent,   you're   li'icely   to  make  a  sale.      Also,    offer  Che  insurance  co  all 
customers  on  every   loan,   no  macter  what    their   income  status. 

n     25.  Charge  So  for  an  annual  inspection  of  agricultural  loans. 

Loan  officers   need   to   inspect  agricultural  and  commercial  businesses 
annually   to  make   sure   there  have  been  no  major   changes   in  collateral  which 
might   affect   Che   qualicy  of   che   loan.      For   example,   a  farm  inspeccion  would 
involve  a  verificacion  of   serial  numbers   on  machinery,   counting  livestock 
and  a  look  at   crop   progress. 
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Special  Report 


10  Fee  Income  Growth  Trends 


Where  are  your  bes:  opporcunilies  Co  increase  fee  income  right  now? 
Whac  aboiic  in  che  years  ahead? 

This  Special  Xepor-  can  help  you  answer  these  questions.   Ic 
identifies  10  crer.ds  that  will  impact  your  fee  income  and  explains  how 
to  take  advantage  cf  them. 

To  gat  the  most  from  this  Report,  we  suggest  chat  you  route  it  to 
all  of  your  officers  and  Chen  meet  to  discuss  specific  fee  income  crends 
and  opportunities. 

Additional  examples  of  how  you  can  profit  from  these  trends  will  be 
reported  in  future  issues  of  "Fee  Income  Report." 

1)  Aggressive  DD.A.  Pricing  Will  Fuel  Grovvth  In  Fee  Income 

The  "bread  and  butter"  service  charges — DD.\  fees  and  XSF/OD  service 
charges — will  continue  to  be  the  core  sources  of  fee  income. 

This  means  chat  a  lot  of  che  opporcunicy  for  increased  fee  income 
is  in  selective  repricing  of  these  fees.   Just  in  che  past  year,  many 
institutions  have  implemented  DDA  repricing  strategies  such  as  changing 
Co  tiered  fees  and  converting  from  average  Co  minimum  monthly  balance 
requirements. 

Ic  can  even  pay  Co  unlink  your  DDA  fees  from  savings  accounC  or  CO 
balances.   For  example,  an  $82  million  Wisconsin  bank  was  losing  an 
estimated  $15,000  a  year  in  fee  income  because  of  linked  balances.  The 
bank  discontinued  the  policy  and  now  makes  all  accounts  scand  on  their 
own. 

Innovative  marketing  of  personal  PDAs  will  become  more  important. 
For  instance,  a  $3  billion  Colorado  bank  targets  prospective  customers 
by  offering  DDA  programs  at  companies  where  they're  employed.  The  DDA 
has  several  enhancements  and  is  marketed  througn  employers  as  a  way  to 
supplement  their  employee  benefit  package  at  no  cose.  The  bank  cook 
existing  products  and  repackaged  them  for  the  DDAs.       (continued) 
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Fee  increases,  or  separata  fee's,  on  DDAs  to  recover  che  Increasing  cose 
of  FDIC  insurance  premiuas  will  become  che  norm.   Uhile  a  number  of 
financial  inscicucions  alreadv  charge  a  flat  fee  per  accounc  per  nonth,  such 
as  51,  to  recover  chis  cose,  others  are  basing  the  fee  on  the  average 
monthly  balance — an  approach  chat  will  likely  become  the  "accepted"  practice. 

One  important  note:   The  "Truth  in  Savings  Act"  (Reg  DD)  will  have  an 
impact  on  hou  fees  and  their  affect  on  yield  will  be  disclosed  to  customers. 

NSF/OD  fees  remair.  the  largest  source  of  basic  service  charge  income. 

In  fact,  MSF/OD  fees  accounc  for  an  average  of  38  percent  of  total 
noninterest  income  according  to  our  "1992  Service  Charge  Survey  And  Pricing 
Guide."   Even  those  institutions  that  want  to  avoid  customers  who  habitually 
bounce  checks  can't  igr.ore  che  income  generated  by  NSF/OD  fees. 

Tiered  fees  and  higher  charges  for  an  excessive  number  of  ODs  are  two 
of  che  most  effective  changes  institutions  make  in  N'SF/OD  pricing  structures. 

For  example,  a  $93  million  Michigan  bank  has  a  tiered  OD  fee  schedule 
that  scares  on  the  low  end  at  $3  for  ODs  up  to  SIO-   The  fee  increases  as 
the  OD  balance  increases.   The  highest  fee  is  $75  for  ODs  over  $10,000. 

A  $100  million  '.•.'ast  Virginia  bank  charges  $15  per  OD  for  the  first  five 
per  year.   When  they  exceed  five,  che  fee  jumps  to  $25  each. 


^r>|  cnecjcs. 
\\/  inscitu 
A  first. 


Expect  more  institutions  co  change  che  order  in  which  they  pose 

Rather  Chan  paying  checks  randomly  as  they  come  in,  a  number  of 
tions  pay  the  largest  checks,  such  as  a  mortgage  or  car  payment, 
This  reduces  ehe  accounc  balance  ac  a  faseer  race  and  as  additional 
checks  come  in  can  result  in  more  NSF/OD  fee  income. 


Even  safe  deposit  boxes,  another  established  source  of  fee  income,  are 
undergoing  changes  in  pricing  format.   Some  inscicucions,  such  as  a 
$60  million  Maryland  bank,  price  cheir  boxes  by  che  square  inch.   This  cype 
of  pricing  is  easy  for  cuscomers  Co  underscand  and  allows  for  a  consiscent 
fee  if  you  have  boxes  at  more  Chan  one  branch. 

2)  Pricing  Strategies  Will  More  Closely  Reflect  Actual  Costs 

For  years,  many  financial  inscicucions  have  been  more  concerned  with 
making  cheir  fees  competicive,  racher  than  covering  the  cose  of  a  particular 
product  or  service.   This  is  changing. 

Bankers  will  pa---  more  accencion  Co  fees  Co  improve  cheir  boccom  line. 
To  do  this,  fees  have  co  be  priced  to  cover  costs  plus  a  reasonable  profit. 

Uhile  fully  analyzing  the  cose  of  a  produce  or  service  can  be  cime 
consuming,  bankers  are  finding  chac  they  can  at  lease  look  at  their  basic 
costs,  even  if  they  c=n'e  accuraeely  allocace  all  general  overhead 
expenses.   Some  ueiliee  ehe  Fed's  Funceional  Cose  Analysis  and  approximaee 
che  cose  for  providir.g  a  parcicular  service,  such  as  a  DDA. 

Corapecieion  will  seill  be  a  factor  in  pricing  strategies.   However,  if 
you  are  priced  low  in  your  market  and  are  not  covering  coses  on  a  product  or 
service,  you  have  a  ccaforc  range  for  Increasing  fees. 
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Fueling    this    cencern  about    Che   cose   of   services   is    che    periodic   public 
focus    on   bank   fees    by   consumer   sr'0"os   and   scare    legislatures. 

For   example,    a   California   consumer  group   was   studying    Che   cost   of   basic 
checking   services    and    Che   pricing   of   credit   card   rates   and   fees    last   year. 
A   bill    introduced   in   the   California   leglslacure   would   have   placed   limits   on 
NSF    fees — 51.50   per   item,    or   the   cose   of   handling   an  NSF   check  plus  a 
reasonable   profit,    whichever   is   greater.      That   bill  was   defeaced. 

Pricing   based    on   costs    is   a    logical  way   Co   justify   Co   customers    the 
fees    you   charge   on   your   products   and   services. 

Hose  bankers  we've  calked  Co  review  fees  at  least  annually.  But,  in 
some  markets,  if  you  don't  review  your  fees  ac  lease  every  six  eonchs  you 
could   be   at   a   competitive   disadvantage. 

To   complemenc    pricing   stracegies,    all    financial   institucions  will    find 
It    important    to    reduce    fee  waivers    and    refunds.      A  SI. 5   billion   Pennsylvania 
bank,    for   example,    nearly   doubled    ics   collection   of  ;1SF/0D    fees   with  a 
syscea   co    crack   chese   fees   by   branch.      The   bank  linked   Che   NSF/OD   colleccion 
race    Co   a   quarcerly    incencive   bonus. 

3)  Ancillary  Services  Will  Be  Offered  .At  More  Financial  Institutions 

Think  of  where    your   financial   insticucion  was   jusc   five   years  ago. 
Sales   of  annuicies,    brokerage  produces  and  ocher  nontraditional  services 
through  financial  inscicutions  were  just  emerging  as  imporcanc  markec   forces. 

Even   coday,    chare   are  bankers   who  are   hesicant    to   provide    these 
ancillary   services.      They   see    chem   as   a   chreac    to   their  deposit   base. 

In   reality,    ancillary   services    are   becoming   a  necessicy   to   stay  in   the 
hunt    for   new  customers   and    to   protect   you   from   raids   on  your   customer   base. 

While   regulatory   and  legislative   changes   will   have  an   impact   on  which 
services   you   can  offer,    Che   future   appears   bright.      The   key   growth  areas   are 
li'icely   to   be   insurance   produces   and   mucual   funds. 

Annuicies   can   generace   subscancial   fee   income,    buc   sales    often   caper 
off   as   you   saturate    your   customer   base.      Then,    capping   noncuscomers   and 
getting   more   of   your   customers'    outside   funds   become   important    Co   coacinued 
growth. 

Full-service   brokerages    through    chird-parcy  vendors   are   also   a  common 
approach   co   sales    of   investment   produces.      Some   institutions   are   working 
through    chese   vendors   because   of   regulacory   rascriccions,    buc   have   Che 
opcion    CO   offer   chese   services   direccly  when   regulacions   change. 

Subjecc    CO   pending   courc   rulings    regarding   insurance   sales   by  national 
banks,    full-line   insurance   agencies    can  be   a   profit   center.      For   example,    a 
?90   million   state   bank  in  Oregon   started   an   agency   in   1988   concentrating   on 
annuity   sales.      It   has    since   expanded   to  a   full-line   service   and   projects 
net    income   of   J75.0CO   in   1992.      A   subsidiary   of   a  Wisconsin   bank  opened   an 
agency   as   a   subconeraceor  of   an   independenc   agency  in  another   community. 

Travel   agencies    affiliated   with    financial   Institutions   can   be   anything 

-3-       -87- 


284 


Fee  Income  Report 


from  an  independent  cravel  agency  owned  by  che  insticucion  to  a  branch  of  a 
local  agency.   For  example,  an  agency  owned  by  a  $140  million  Ohio  bank 
grosses  over  $1.4  million  a  year  in  sales.   The  agency  concencraces  on 
travel  business  from  corporate  accounts. 

Real  estate  bro-cera^es  are  an  opportunity  that  financial  institutions 
have  been  slow  to  develop.   An  affiliation  with  a  recognized  real  estate 
franchise,  along  wit.-,  an  e.xperienced  sales  staff,  helps  make  these 
operations  profitable.   A  S33  million  Iowa  bank,  for  example,  has  a 
successful  Better  Ho=es  and  Gardens  agency  that  has  been  one  of  the  real 
estate  sales  leaders  in  its  community. 

On  the  commercial  side,  you  may  have  the  opportunity  to  sell  bank 
services,  such  as  data  processing,  to  other  financial  institutions  and 
businesses.   Even  specialized  services  in  which  you  have  expertise  may  be 
marketable  to  others.   For  example,  a  $220  million  Ohio  bank  offers  its 
human  resources  program  for  sale  to  other  institutions  and  businesses. 

Opportunities  fcr  institutions  of  all  sizes  to  offer  trust  services  are 
growing.   If  you  car.  offer  trust  services,  but  don't  want  to  work  through  a 
correspondent  bank,  you  can  contract  with  an  independent  trust  company  that 
works  with  financial  institutions.   Under  this  arrangement,  a  financial 
institution  typically  earns  a  referral  fee.   A  $100  million  Texas  bank  using 
this  arrangement  earns  $1,500  a  month  in  referral  fees. 

4)  Commercial  .Accounts  Will  Form  The  Basis  For  more  Cross  Sales 

The  commercial  3D.A  will  continue  to  be  the  core  transaction  account 
that  spins  off  other  profitable  loan  and  deposit  relationships. 

One  clear  trend  is  that  more  institutions  are  offering  commercial 
account  analysis  to  their  larger  volune  customers. 

Those  that  already  offer  account  analysis  are  making  pricing  changes  to 
increase  profitability.   For  example,  a  $212  million  Wisconsin  bank  has 
converted  some  fees  that  had  been  "soft"  charges,  which  could  be  offset  by 
an  earnings  credit,  to  direct  charges.   By  converting  its  $5  charge  for 
returned  deposited  items  to  a  direct  charge,  che  bank  increased  fee  income 
by  $5,000  a  month. 

On  che  other  hand,  institutions  that  offer  only  one  business  DDA 
typically  designed  for  large  businesses  are  developing  new  accounts  for 
small  businesses  chat  have  low  activity  and  lower  balances. 

With  che  banking  merger  and  acquisition  fever  of  che  1990s,  a  lot  of 
small  businesses  have  been  left  out  in  the  cold  for  banking  services.   They 
are  prime  candidates  for  community  financial  institutions  chat  can  provide 
personal  service  and  quick  response  time  Co  their  financial  needs. 


a 


Beyond    the   basic   eonnercial   PDAs,    institutions   are   offering  more 
fee-based   services    to   businesses. 

These   Include    cash  management,    business    trends   analysis,    payroll 
processing,    ACH   origination,    lock  box,    merchant   card   programs   and   business 
seminars.      Business    owners  will   be    seeking   more   of    these   services   as   their 
ca.x   and    regulatory   burdens  become   more   complex. 
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5)  Opportunities  For  Credit  Related  Insurance  Will  Expand 

Commissions    from  sales   of   credit   life   and  AiH   insurance   will  continue 
to   be   a   profitable    source   of   noninterest   income.      With   the   growing  presence 
of   dual-income    faailies,    for   example,    there's   an  increasing   market   for   joint 
credit    insurance    sales. 

tvo    jther   credit    orotectior.   plans    that   also   have   a   lot   of   aromise   as 
fee    iaccme   generators   are: 

1)  Involuntary   unemployment    insurance.      With  unsteady   economic   times 
creating   uncertainty   about   job   security,    this   is   a   product    that   can  help 
ease   consumers'    concerns.      A  512"   million   Indiana   bank  saw   sales   of   this 
insurance   double   in   one  year.      The    insurance   temporarily  makes   a  customer's 
pavments   on   an  installment   loan   if   he   or   she   can't   pay   them   because   of 
involuntary   loss   of   employment. 

2)  Mechanical   breakdown   insurance.      A   $100  million  Washington  credit 
union   sells    this   coverage    to   mer.bers   who   get   installment   loans.      Unlike 
extended  warranty   or   service    contracts,    this   is   an  insurance    policy  with 
premiums   regulated   by   state   insurance  departments. 


An   alternative    to   credit    insurance   is   gettir 


a   lot   of   attention.      It 


called   a   "debt   cancellation   agreement."      The   authority   tor   nationa^   oanxs    to 
sell   debt   cancellation  agreements   was   upheld   in   the   federal   courts. 

A   5i;0   million  Arkansas   bank,    which  was   one   of    the   first    to  have   such 
agreements,    offers    them  to   customers  who   borrow  510,000   or   less.     The   bank's 
fee    for   a   debt   cancellation  agreement   is   the   same   as   the    premium  for 
equivalent   credit    life   coverage. 

While    this    bank  has    to   establish  a   reserve    to   cover   claims,    the   idea   is 
that    the   bank  will   earn  more    fee    income    from   the   agreements    than  it  would 
from  commissions   on  credit   lite. 

6)   ATMs  Will  Shed  Their  Reputation  .^s  .\  "Loss  Leader" 

Few   'inanc-'a'    institutions   will   claim   they're  making   a   profit  on   their 
AT-.-l  operations.      Competition  and,    indirectly,    cost   savings   on  the   teller 
line   are   common   reasons    for   offering  ATM   service. 

Even   those    that  charge    fees    typically   only   recoup   their   operation 
expense   at   best-excluding   depreciation.      However,   more   institutions   are 
implementing    fees    to  narrow   the   gap. 

Annual    fe  =  s   are  more   comr.cn    than   transaction   fees   on   proprietary  ATMs, 
K„.    <^7t7I.in.   use   of  ATMS   will   edze    financial   institutions    into   transaj^ign 
fees. 

Ou'   "1992    Service   Charge    Survey  And   Pricing   Guide"    shows   an  average   of 
50    transactions    per   card   last   year,    compared   to   39    the   year   before.      Foreign 
transaction   fees   are   already    the   most   common   charge. 

One   wav   to   ma.'cimize   the    fee    potential   is    to   locate   proprietary  ATMs   so 
they're   convenient    for  customers   and   noncustomers .      That   way  you  generate 
transaction   fees   and  earn   interchange    fees    from  noncustomer   use. 


¥ 
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A  $92  million  Florida  savings  bank,  for  example,  worked  our  a  joinc 
venture  wich  a  chain  of  convenience  scores  to  locate  ATMs  in  Che  scores. 
The  savings  bank  splits  Che  income  wich  Che  chain.   Noncascomers  pay 
50  cents  per  transaction. 

Other  high  traffic  locations  include  shopping  malls,  supermarkets  and 
recreation  areas.   A  595  million  Nebraska  bank  has  an  AT:i  cash  dispenser  ac 
a  local  horse  racing  track  and  earns  $1  each  cime  a  noncuscomer  uses  it. 

Besides  disoensing  cash  and  taking  deposits,  nontraditional  uses  for 
ATMs  will  gain  a  foothold.   .ATMs  are  already  used  to  dispense  postage 
stamps,  welfare  benefits,  transit  fare  tokens,  theater  tickets,  etc.   ATM 
bill  paying  and  check  cashing  features  are  also  available  in  some  markets. 

7)  Fees  Will  Become  The  Rule  Rather  Than  The  Exception  On  All  Loans 

Accepcance  of  loan  fees  is  coming  from  boch  sides  of  the  fence. 
Consumers  are  becoming  accuscoaed  Co  paying  fees  for  all  types  of  services — 
from  home  mortgages  to  mutual  funds.   So  loan  fees  are  not  a  surprise. 

Loan  officers  are  accepcing  fees  as  a  practical  condition  of  doing 
business,  racher  than  as  an  iapedinent  to  closing  the  loan. 

In  face,  aore  financial  insticucions  are  introducing  fees  on  loans  to 
recover  administrative  coses  so  they  can  still  offer  conpetitive  interest 
rates  to  customers. 


Loan  fee  income  can  be  substantial.   At  a  S25  million  Colorado  bank, 
income  from  loan  fees  accounts  for  35  percent  of  the  bank's  total 
noninterest  income.   This  includes  fees  from  installment  loans,  floor  plans, 
mortgage  loans,  commercial  loans  and  farm  loans. 

While  state  regulations  may  restrict  what  types  of  fees  you  can  charge 
on  consumer  loans,  the  most  comcon  fees  are  chose  for  application  or 
documentation,  lace  fees  and  renewal  fees. 

A  $45  million  Wisconsin  bank  has  found  that  it's  easier  to  introduce 
renewal  and/or  rewrite  fees  on  consumer  loans  first.   These  fees  draw  less 
reaction  than  others  because  the  customer  is  asking  you  to  make  a  change 
that  will  benefit  him  or  her.   This  approach  helps  pave  the  way  for 
introduction  of  other  fees  in  the  future. 

Some  type  of  fee  on  commercial  loans  is  assessed  by  about  56  percent  of 

Che  financial  institutions  responding  to  our  "1992  Service  Charge  Survey  And 

Pricing  Guide."  Most  common  are  application  or  documentation  fees,  late 
fees,  renewal  fees  and  inspection  fees. 

Fees  also  give  lenders  a  cool  in  negotiating  races  wich  commercial 
customers.   In  fact,  half  of  Che  respondents  Co  our  Survey  say  chey  will 
negotiate  races  and  fees  with  customers  if  necessary. 

Government  guaranteed  loans  such  as  those  available  through  the  FmHA 
and  SBA  programs,  will  present  important  fee  income  opportunities.   For 
example,  a  5145  million  California  bank  generates  nearly  52  million  a  year 
from  loan  servicing  fees  and  from  the  sale  of  che  guaranceed  porcion  of  SBA 
loans  on  che  secondary  market. 
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8)  Fees  On  Credit  Cards  Will  Enhance  ProTit  Opportunities 

Dovmward  pressure  on  credit  card  inceres:  races  ir.  recenc  months  has 
made  income  from  card  fees  an  important  factor  in  maintaining  profitability 
of  card  operations. 

Even  when  rates  increase,  card  fees  will  help  C0E='.initv  financial 
institutions  reaain  competitive  with  aajor  card  issuers  like  ■\TST.  Citicorp 
and  Discover.   Typical  fees  include  annual  fees,  overiirJ-t  fees,  late 
payment  fees,  cash  advance  fees  and  replaceaenc  card  fees. 

For  years,  agent  card  programs  have  been  a  common  way  for  many 
community  financial  institutions  to  offer  credit  cards  to  their  customers. 
But  there  is  limited  fee  incoce  potential  and  the  correspondent  bank  earns 
the  interest  income.   To  increase  profits  frcn  cards,  the  tide  is  shifting 
toward  in-house  programs  in  conjunction  with  service  bureaus  and  bank 
associations. 

Two  expansion  areas  for  card  issuers  have  been  corporate  cards  and 
merchant  card  programs.   For  example,  a  corporate  Mastercard  offered  by  a 
577  million  Oregon  bank  accounts  for  10  percent  of  the  fee  income  from  its 
entire  card  program.   .A.  5275  million  Illinois  bank  has  -ore  than  doubled 
income  from  its  merchant  card  program  by  focusing  on  the  professional  market. 

Affinity  cards  will  continue  to  have  their  place.   Since  part  of  the 
annual  fee  and  part  of  the  interest  income  on  card  purchases  goes  to  the 
sponsoring  group,  pricing  and  the  number  of  cards  issued  are  important  to 
profitability  of  these  prograns  for  financial  institutions.   A  5117  million 
Utah  bank  that  offers  affinity  cards  for  several  organisations  works  to 
increase  the  number  of  cardholders  to  improve  profitability. 

A  related  trend  is  the  growth  of  debit  cards.   Customers  use  the  debit 
card  like  a  credit  card.   However,  the  amount  is  deducted  from  their  DDA 
rather  Chan  going  on  a  charge  card.   For  example,  a  5'^  billion  Louisiana 
bank  charges  a  debit  card  fee  of  51  per  month.  The  bank  also  earns 
interchange  fee  income.   Altogether,  the  card  generates  about  5^.75  per 
month  per  active  cardholder. 

By  tying  a  DDA  to  an  OD  protection  plan  or  line  of  credit,  the  debit 
card  can  function  like  a  charge  card  if  the  customer's  debit  exceeds  his  or 
her  DDA  balance.   Debit  cards  aay  also  be  combined  with  ATM  cards. 

9)  Club  Accounts  Will  Undergo  Pricing  Changes  To  Boost  Prontability 

The  fee  income  earning  potential  of  many  club  accounts  has  yet  to  be 
realized. 

When  introducing  clubs—whether  senior  clubs  or  bank-wide  clubs- 
financial  institutions  tend  Co  price  them  on  the  low  side.   On  a  stand-alone 
basis,  many  clubs  may  be  marginally  profitable  at  best,  if  you  look  at  all 
costs  Involved. 

One  theory  is  Chat  you  can  Introduce  a  club  account  with  a  low  fee  and 
as  customers  become  used  Co  it,  gradually  increase  the  fee.   Or,  you  can 
offer  the  club  without  a  fee  as  a  vehicle  to  build  deposits  and  cross 
sales.   Both  approaches  have  cheir  merles. 
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Houever,  wich  Che  trend  couard  scand-alone  profitabillcy  of  produces, 
gradual  changes  in  pric-n^  or  enhancements  are  on  the  uay. 

For  example,  a  $110  million  North  Carolina  savings  bank  is  converting 
customers  from  a  free  senior  club  to  a  fee-based  club  by  offering  upgraded 
enhancements.   The  institution  nets  about  59  in  fee  income  per  account 
annually  on  the  new  club. 

Ideas  about  free  in-house  enhancements  on  club  accounts  are  also 
changing.   Instead  of  giving  auay  unlimited  services,  many  financial 
institutions  now  place  restrictions  on  features  such  as  free  checks,  money 
orders,  cashier's  checks,  photo  copies,  etc. 

Another  approach  is  to  completely  separate  enhancements  from  DDA 
services.   Make  them  an  add-on  benefit  at  a  price  that  covers  the  cost  of 
the  enhancements  plus  a  profit.   A  $430  million  Mississippi  bank  does  this 
with  a  "club  overlay"  package  that  can  be  added  to  any  DDA. 

Look  for  expansion  of  clubs  into  new  markets,  such  as  those  designed 
for  professional  women,  educators,  executives,  etc.  A  $100  million  Nebraska 
bank,  for  example,  introduced  a  club  account  for  business  and  professional 
women.   A  $125  million  .Alabama  bank  offers  a  club  for  educators  and  school 
system  employees. 

10)  Home  Banking  Services  Will  Open  New  Fee  Income  Opportunities 

While  ATMs  allow  customers  24-hour  access  to  their  transaction  accounts 
at  an  ATM  site,  various  versions  of  "home  banking"  are  already  on  the  market 
or  on  their  way  to  consumers  in  new  or  updated  formats. 

They'll  allow  customers  the  convenience  of  banking  and  personal  cash 
management  from  the  comfort  of  their  own  homes  or  businesses. 

Two  types  of  home  banking  already  on  the  market  are: 

1)  Telephone  access  banking.   These  services  allow  customers  to  conduct 
transactions  on  personal  and  business  accounts  by  using  a  couch-tone 
telephone.   A  $187  million  Oklahoma  bank,  for  example,  generated  about 
$10,000  in  fee  income  the  first  year  from  a  phone  access  systes. 

2)  Home  banking  by  personal  computer.   This  is  a  service  chat  fell 
short  of  expectations  in  the  1980s,  but  is  getting  renewed  interest  because 
of  national  on-line  PC  services  such  as  Prodigy  Services  Company  (White 
Plains,  New  York).   Prodigy  already  has  1.5  million  subscribers  using  its 
other  PC  services  and  several  major  financial  institutions  are  using  it  as  a 
gateway  co  offer  home  banking  to  their  customers  for  a  fee. 

Already  scheduled  for  introduction  in  1993  is  home  banking  through  an 
Interactive  (two-way)  television  system. 

With  televisions  in  almost  every  household,  this  will  offer  a  large 
potential  market  for  home  banking.   The  customer  would  need  co  buy  a  special 
unit  for  his  or  her  TV  to  allow  the  cwo-way  communication.   In  addition  co 
banking  functions,  the  customer  could  pay  bills  and  order  food  and  other 
merchandise. 
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Special  Report 

25  Ways  To  Increase  Fee  Income 
From  Transaction  Cards 


The  growing  popularity  of  ATMs,  credit  cards  and  related  services 
such  as  merchant  card  programs  is  creating  new  opportunities  for  fee 
income. 

Years  ago,  for  example,  fees  for  use  of  ATMs  were  the  exception. 
Now,  60  percent  of  financial  institutions  charge  some  type  of  ATM  fee, 
according  to  our  "1993  Service  Charge  Survey  And  Pricing  Guide." 

This  special  report  includes  ideas  to  help  you  generate  more  fee 
income  from  transaction  cards.   Included  are  strategies  for  pricing 
fees,  marketing  ideas  to  increase  use  of  these  services  and  ways  to 
control  costs  to  increase  your  net  fee  income. 

1)  Tie  An  ATM  Transaction  Fee  To  DDA  Balances 

McFarland  State  Bank  ($33  million,  McFarland,  Wisconsin)  assesses  an  ATM 
transaction  fee  that  is  the  same  as  the  fee  customers  would  pay  for 
writing  a  check  on  their  DDA.   The  bank  has  had  the  transaction  fee 
since  it  introduced  ATM  services  and  has  since  implemented  a  $12  annual 
fee,  says  Lori  Ortiz,  AVP.   The  transaction  charges  are  52  cents  after 
the  first  10  per  month  for  the  bank's  "Economy  Checking"  account, 
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JU  cents  for  regular  checking  accounts  and  32  cents  for  NOW  accounts. 
Customers  can  avoid  the  transaction  fee  on  regular  and  NOW  checking  accounts 

by  =air.:iiaing  a  minimum  balance. 


ow 


2)  Set  A  Minimum  Monthly  Fee  For  Your  Merchant  Card  Program 

When  Commerce  Bank  of  Joplin,  National  Association  ($132  million,  Joplin, 
Missouri)  introduced  an  $8  minimum  monthly  fee  on  its  merchant  card  program, 
income  from  the  discount  fees  increased  by  $7,000  over  a  two-year  period. 
The  discount  fee  for  credit  card  charges  ranges  from  less  than  1  percent  to 
a  maximum  of  5  percent,  says  Jeff  Johnson,  SVP.   Even  if  a  merchant  has  no 
activity  for  the  month,  the  bank  still  has  the  administrative  costs  of  the 
program.   The  minimum  fee  helps  cover  these  costs.   The  fee  was  not 
retroactive  to  all  merchants,  but  applied  only  to  those  who  joined  the 
program  since  the  fee  was  implemented.   The  bank  generates  about  $22,000  a 
year  from  its  merchant  card  program. 

Vineyard  National  Bank  ($1A0  million,  Rancho  Cucamonga,  California) 
introduced  a  $20  per  month  fee  a  few  years  ago  which  now  generates  about 
half  of  the  income  from  its  merchant  card  program.  The  monthly  fee  helped 
the  bank  cover  the  costs  of  the  program  without  raising  its  discount  fees, 
says  Don  Castle,  EVP.  The  monthly  fee  may  be  waived  for  merchants  with  high 
card  sales  volume,  he  says. 

3)  Offer  A  Debit  Card  That  Doubles  As  A  Premium  ATM  Card 

First  National  Bank  of  Zanesville  ($305  million,  Zanesvllle,  Ohio)  offers 
this  product.  The  card  can  be  used  at  an  ATM  to  withdraw  up  to  $400  a  day 
from  a  savings  or  checking  account,  says  Paul  Shannon,  VP/Marketlng.   In 
comparison,  the  daily  withdrawal  limit  on  the  bank's  regular  ATM  card  is 
$100.   The  card  can  also  be  used  as  a  debit  card  to  purchase  merchandise  or 
services  at  businesses  that  accept  Visa  cards.   The  bank  earns  interchange 
fee  Income  each  time  the  debit  card  is  used,  but  was  not  charging  customers 
a  fee  for  using  their  debit  card. 

4)  Sell  Credit  Insurance  On  Your  Credit  Card 

Telephone  Credit  Onion,  Inc.  ($68  million,  Cleveland,  Ohio)  has  been  so 
successful  at  selling  credit  Insurance  on  Installment  loans  that  it  expanded 
sales  to  Its  credit  card.   Customers  who  buy  the  insurance  are  charged 
monthly  based  on  the  outstanding  balance  on  their  Visa  card  account,  says 
Richard  Skory,  Lending  Services  Manager.  The  insurance  coverage  is  provided 
through  CSG  Credit  Onion  Card  Services  (Madison,  Wisconsin). 

5)  Offer  An  Employee  Incentive  For  Credit  Card  Referrals 

When  Security  State  Bank  ($25  million,  Dunselth,  North  Dakota)  first  started 
issuing  its  own  credit  card.  It  got  off  to  a  slow  start.   To  increase  sales, 
the  bank  Introduced  a  six-month  employee  incentive  program  and  as  a  result 
saw  the  number  of  cards  more  than  triple,  says  Jeff  Campbell,  VP.   Employees 
were  paid  $25  for  every  five  card  applications  they  referred  which  were 
aoproved.   In  addition,  for  every  five  applications  submitted,  the  employee's 
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name  was  put  in  a  pool  for  a  drawing  at  the  end  of  the  six  months  for  a  cash 
price.   The  bank  charges  a  S15  annual  fee  on  the  card,  though  the  fee  was 
waived  Che  first  year.   Fees  are  also  charged  for  late  payments  and  cash 
advances. 


6)  Install  ATMs  At  High-Traffic  Locaticr.s 

ATMs  at  malls,  convenience  stores,  supermarkets  and  similar  locations  can  be 
good  fee  income  producers,  depending  on  your  market.   Interchange  fees  from 
use  by  noncustomers  are  the  key.   For  example.  The  Antelope  Valley  Bank 
($138  million,  Lancaster,  California)  found  a  shopping  mall  a  profitable 
location.   The  bank  installed  a  cash  withdrawal  ATM  which  generates 
8,000  transactions  a  month — 7,500  by  noncustomers,  says  Margaret  Torres, 
SVP/CFO.   It's  located  in  an  area  of  the  mall  near  movie  theaters  and  a 
major  retailer.   Income  from  Interchange  fees  and  transaction  fees  from  its 
own  customers  generate  about  $4,000  a  month.   The  success  of  the  ATM  at  the 
mall  prompted  the  bank  to  consider  adding  a  second  ATM  at  that  location. 

Western  State  Bank  of  St.  Paul  ($128  million,  St.  Paul,  Minnesota)  has  found 
that  a  drive-up  ATM  at  a  full-service  branch  in  a  busy  shopping  center  has 
higher  usage  than  an  outdated  ATM  it  replaced,  says  Mark  Boeyink,  VP.  The 
other  ATM  was  located  in  the  branch  vestibule.   The  change  in  ATMs  resulted 
in  a  $10,000  annual  gain  In  Interchange  fee  income.   Another  factor 
contributing  to  the  increased  usage  was  improved  signage. 

^7)  Charge  A  Fee  For  Dormant  ATM  Cards 

Union  National  Bank  and  Trust  Company  of  Souderton  ($615  million,  Souderton, 
Pennsylvania)  implemented  a  $5  fee  for  ATM  cardholders  who  had  not  used 
their  cards  in  more  than  a  year.   About  5,400  customers  fell  into  this 
category  and  were  notified  the  fee  would  be  assessed  if  they  didn't  start 
using  their  card  or  turn  it  In,  says  Linda  Cahill,  Accounting  Officer.   The 
bank  had  about  24,000  ATM  cards  issued  at  the  time.   The  fee  helped  offset 
maintenance  charges  by  Its  correspondent  bank. 

8)  Consider  A  Monthly  ATM  Fee  With  Fractional  Pricing 

When  First  Federal  Savings  and  Loan  Association  of  Wooster  ($483  million, 
Wooster,  Ohio)  introduced  ATM  cards  to  customers,  it  started  with  a  monthly 
fee  of  99  cents.   The  fractional  pricing  was  designed  to  make  the  fee  more 
acceptable  to  customers,  says  Presldent/COO  Gary  Clark.   The  monthly  fee  is 
waived  for  club  account  members  and  those  with  $10,000  in  savings,  he  adds. 
Fractional  pricing  is  a  well  tested  retailing  concept  that  is  being  used  by 
a  growing  number  of  financial  institutions  to  set  fees  for  various  services 
including  DDAs.   The  same  idea  can  also  be  applied  to  other  transaction  card 
fees. 

9)  Target  A  Merchant  Card  Program  Niche 

First  Bank  of  Highland  Park  ($285  million.  Highland  Park,  Illinois)  saw  fee 
Income  from  its  merchant  card  program  increase  158  percent  in  three  years. 
The  reasons  were  expansion  of  the  service  to  the  professional  market  and 
Improved  service  to  clients,  says  James  Belmont,  VP.   These  professionals 
include  physicians,  lawyers  and  dentists.   One  roadblock  was  that  some 
professionals  were  reluctant  to  allow  fees  for  their  services  to  be  charged 
by  credit  card.   Bank  staff  had  to  educate  those  clients  on  the  benefits  of 
the  program,  he  adds.   Close  attention  to  service  for  merchants  and 
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professionals  allows  the  bank  to  set  a  discount  rate  that  is  a  little  higher 
than  the  competition,  he  adds. 

Offer  Credit  Card  Customers  A  Choice  Of  Fees  And  Rates 

While  some  financial  institutions  may  offer  several  options  with  a  mix  of 
fees,  rates  and  grace  periods,  two  options  ?re  often  enough  to  give 
customers  a  choice.  T^c   example,  First  "acional  Bank  in  Montevideo 
($103  million,  Mor.tevideo,  Minnesota)  gives  credit  card  customers  these  two 
options:   1)  a  $15  annual  fee  and  interest  rate  of  12.48  percent,  or  2)  no 
annual  fee  and  a  rate  of  15.48  percent.   The  race  is  variable  and  can  change 
quarterly.   Al  Liestman,  Consumer  Loan  Officer,  says  about  75  percent  of  the 
customers  take  the  option  with  the  annual  fee  because  of  the  lower  interest 
rate.   There  are  also  fees  for  late  payments,  overlimits  and  cash  advances. 

11)  Convert  ATMs  To  Issue  Only  $20  Bills 

Simi  Valley  Bank  ($80  million,  Simi  Valley,  California)  was  able  to  improve 
customer  service  and  reduce  costs  on  its  ATMs  by  converting  them  to  dispense 
only  $20  bills.   Before,  the  machines  dispensed  $5  and  $20  bills.   However, 
the  quality  of  the  used  $5  bills  was  often  not  Che  best  because  of  the  wear 
and  tear  they  get  in  circulation,  a  bank  official  said.   A  result  was  that 
the  $5  bills  often  caused  the  ATMs  to  jam,  which  meant  down  time  and  the 
need  for  a  bank  employee  to  correct  the  problem.   The  $20  bills  are  better 
quality,  and  the  ATMs  run  low  on  money  less  often  with  Che  larger 
denomination,  she  said. 

12)  Assess  A  Monthly  ATM  FeeOn_APer  Account  Basis  ■   " 

Many  financial  Institutions  that~  assgba  gaorhly -fees  do  it  on  a  per  customer 
basis.   However,  we  see  more  going  to  an  assessment  per  account.  When 
Cohoes  Savings  Bank  ($375  million,  Cohoes,  New  York)  introduced  an  ATM  fee, 
it  selected  a  $1  monthly  fee  which  is  assessed  per  accounC,  says  Kevin 
Hunziker,  Marketing  Officer.   If  a  customer  wants  to  have  ATM  access  to  both 
a  DDA  and  a  savings  accounc ,  for  example,  the  fee  would  be  $2  a  month.   Over 
70  percent  of  the  ATM  cardholders  access  only  a  DDA,  he  notes,  and  very  few 
pay  for  access  Co  more  than  one  account. 

13)  Market  EDC  To  Your  Merchant  Card  Customers 

The  Bank  of  Santa  Fe  ($120  million,  Santa  Fe,  New  Mexico)  encouraged  its 
merchant  card  program  customers  to  convert  from  a  paper-based  sales  draft 
system  to  an  electronic  draft  capture  system  (EDC)  a  few  years  ago.  The 
accion  was  caken  when  Che  bank's  merchanc  card  issuer  raised  ics  fees,  says 
Joseph  Hoback,  VP/Recail  Banking.   As  a  resulc,  Che  bank  had  cwo  options: 
1)  raise  ics  discounc  rates  and  risk  losing  customers,  or  2)  convert  Chem  to 
EDC.   Because  ics  issuer's  fee  was  lower  for  EDC,  Hoback  says  Che  bank  could 
offer  lower  discounc  races  Co  merchants  who  converted  and  still  retain  its 
margin.   To  encourage  cusComers  Co  converc,  Che  bank  also  raised  ICs 
merchanc  discount  fee  to  5  percent  on  Che  paper-based  system.   Merchants 
wich  over  $30,000  in  annual  card  charges  were  Cargeced  for  Che  swlcch  to  EDO. 

When  Monterey  County  Bank  ($35  million,  Monterey,  California)  converced  ICs 
merchancs  Co  EDC,  it  was  able  to  recover  its  costs  and  generate  $8,000  In 
additional  income  each  month  from  the  same  customer  base.   The  conversion 
was  presented  to  merchants  as  a  "cosc  avoidance,"  says  Frank  Lippmani 
V?/Cashier. 
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14)  Have  Loan  Officers  Cross  Sell  Credit  Cards 

BridgehampCon  National  Bank  (S150  million,  Brldgehampton,  New  York) 
increased  its  Visa/Mastercard  portfolio  by  230  cards  in  one  year  with  a 
cross  saj.es  program  for  loan  officers.   Officers  reviewed  loan  customers' 
credit  histories  on  their  loan  applications,  says  Michael  Kochanasz,  VP.   If 
ic  seemed  appropriate  and  the  customer  qualified,  the  officer  would  offer 
the  card  to  the  customer.   this  cross  sales  program  had  better  results  than 
a  direct  mailing  to  preapproved  card  prospects,  he  adds.   Officers  had  the 
opportunity  to  explain  the  benefits  of  a  card  one-on-one  with  customers. 

15)  Charge  Fees  To  Discourage  And  Pay  For  Abuse  Of  ATM  Services 

All  ATM  fees,  especially  annual  fees  and  transaction  fees,  are  designed  to 
generate  income  and  help  offset  Che  cost  of  operating  ATMs.   However,  some 
financial  institutions  charge  fees  to  help  pay  for  additional  costs  related 
to  nonroutine  use  of  ATM  services.   Some  institutions  refer  to  these 
activities  as  "abuse"  of  ATM  services.   First  Financial-Port  Savings  Bank 
S.A.  ($100  million.  Port  Washington,  Wisconsin)  charges  fees  in  addition  to 
regular  withdrawal  and  transfer  fees.   Jim  Heinzelman,  Marketing  Officer, 
says  the  savings  bank  also  charges: 

*  A  rejected  transaction  fee  for  a  transaction  that  can't  be  completed 
because  of  an  incorrect  PIN  or  overdrawn  account. 

*  A  fee  for  a  withdrawal  when  the  account  balance  is  below  zero,  which 
can  occur  when  the  ATM  is  off-line. 

*  A  fee  for  deposit  of  an  empty  envelope.   This  fee  was  implemented,  he 
says,  because  the  savings  bank  occasionally  had  problems  with 
customers  keying  in  deposits  on  the  ATM,  but  their  deposit  envelope 
was  empty. 

16)  Include  An  ATM  Card  In  Every  New  Account  Package 

The  Bank  of  Maroa  ($15  million,  Maroa,  Illinois)  found  this  an  effective  way 
to  get  new  customers  into  the  habit  of  using  an  ATM  card  from  day  one.  The 
card  was  included  in  every  new  account  package,  along  with  starter  checks 
and  information  on  the  bank's  products  and  services,  says  Larry  Otis,  VP. 
The  bank  was  opening  10  to  15  new  accounts  per  month,  he  says,  and  nearly 
everyone  took  the  ATM  card. 

17)  Consider  These  "Basics"  To  Increase  ATM  Usage 

Locating  ATMs  in  high-traffic  areas  and  making  them  convenient  to  use  are 
keys  to  increasing  activity.   Here  are  three  other  "basics"  to  remember: 

*  Don't  stop  promoting.   Many  financial  Institutions  Introduce  ATMs 
with  a  lot  of  fanfare.   When  the  promotions  stop,  however,  customer 
usage  may  drop  off.   To  help  solve  this  problem,  schedule  ATM 
promotions  throughout  the  year  tailoring  them  to  the  specific 
customer  markets  you  want  to  attract. 

*  Educate  customers  on  ATM  use.   Don's  assume  everyone  knows  how  to  use 
your  ATM.  When  the  customer  first  gets  a  card,  have  a  CSR  give  a 
personal  demonstration.   Then  have  the  customer  complete  one  or  two 
solo  transactions. 

*  Don'  skimp  on  maintenance.   ATMs  are  marketed  as  a  24-hour  banking 
service.   When  they  don't  work,  it's  like  having  your  bank  lobby 
closed  during  working  hours.   If  breakdowns  become  routine,  customers 
will  start  using  other  institutions'  ATMs.     -97- 
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18)  Use  A  Free  Introductory  Period  To  Implement  An  Annual  ATM  Fee 

(•/hen  The  Belvidere  National  Bank  &  Trust  Company  ($134  million,  Belvidere, 
Illinois)  introduced  its  first  ATM  a  few  years  ago,  it  also  implemented  a 
$10  annual  fee.   Rather  than  charge  the  fee  at  the  outset,  however,  the  bank 
gave  cardholders  a  free  introductory  period,  says  Shirley  A.  Wykle, 
Assistant  Cashier/Marketing  Officer.   The  card  vas  introduced  in  February  of 
that  year,  and  the  fee  went  into  effect  that  Septeuioer  1.   Customers  were 
notified  two  months  in  advance  of  the  implementation  date  that  the  fee  would 
be  debited  from  their  account.   Thus,  they  had  the  option  to  drop  the  card 
before  the  fee  went  into  effect. 

19)  Consider  Offering  A  Corporate  Credit  Card 

A  corporate  credit  card  is  an  additional  service  that  Siuslaw  Valley  Bank 
($89  million,  Florence,  Oregon)  provides  to  its  business  customers.   The 
card  is  used  by  over  100  businesses,  says  Joan  Virgin,  AVP/Loan 
Administration  Support.   The  card  generates  about  10  percent  of  the  income 
the  bank  earns  from  card  fees.   Fees  for  the  corporate  card  are  generally 
the  same  as  the  fees  for  the  bank's  retail  card.   They  include  an  annual 
fee,  late  payment  fee,  overlimit  fee  and  cash  advance  fee.   Corporate 
customers  usually  pay  off  their  charges  within  the  25-day  grace  period,  she 
says.   Businesses  that  apply  for  a  corporate  card  must  have  other  account 
relationships  at  the  bank.   The  bank  has  found  that  the  card  appeals  to  a 
variety  of  businesses  including  grocery  stores,  "mom  and  pop"  businesses  and 
service  companies. 

20)  Produce  ATM  Cards  In-House  To  Improve  Customer  Service 

Bank  of  Lee's  Summit  ($87  million,  Lee's  Summit,  Missouri)  was  able  to  lower 
the  costs  associated  with  ATM  card  production  and  improve  service  by 
producing  cards  in-house.   The  bank,  which  was  issuing  80  to  100  cards  per 
month,  previously  paid  an  outside  processor  $1.50  to  prepare  and  mail  each 
ATM  card,  in  addition  to  the  cost  of  card  stock.   Turnaround  time  on  orders 
for  new  or  replacement  cards  was  running  about  six  weeks,  says  Len  Conner, 
VP/Cashier.   After  the  conversion,  turnaround  time  was  trimmed  to  seven  to 
10  days.   To  produce  cards  in-house,  the  bank  purchased  equipment  from 
Demoteller  Systems,  Inc.  (Hurst,  Texas)  to  encode  and  activate  ATM  cards, 
and  an  embosser. 

21)  Update  Your  Credit  Card  Marketing  Strategies 

Austin  Area  Teachers  Federal  Credit  Union  ($180  million,  Austin,  Texas),  for 
example,  has  increased  the  number  of  cards  issued  using  these  strategies, 
says  Sharon  Rosenfeld,  Director  of  Marketing: 

*  The  interest  rate  was  reduced.   This  reflected  a  changed  rate  climate. 

*  Credit  limits  were  Increased  for  qualified  members.   Limits  are  now 
10  percent  of  the  member's  gross  income,  depending  on  other  unsecured 
consumer  credit  they  have  at  the  CU.   Before,  the  limits  ranged  from 
$200  to  $4,000  for  a  regular  card  and  $5,000  for  a  gold  card. 

*  A  custom  credit  card  was  designed.   The  card  featured  a  color  imprint 
of  an  apple,  which  appeals  to  teachers  who  are  CU  members. 

*  The  CU  offered  a  Visa  card  in  addition  to  Mastercard.   This  gave 
members  another  choice. 

*  The  CU  made  it  easy  to  transfer  balances.   Members  just  checked  a  box 
on  the  application  form.   Members  who  transferred  balances  of  $1,000 
or  more  also  could  get  a  one  month  Interest  rebate. 
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22)  Package  An  ATM  Business  Account  Service 

Aurora  National  BanK  ($122  million,  Aurora,  Colorado)  has  offered  a  business 
account  tied  to  an  ATM  deposit  service.   The  service  «as  aimed  at 
physicians,  clinics  and  related  businesses  in  a  medical  complex.   For  a  fee 
of  $30  a  month,  the  customer  received  an  ATM  access  card,  duplicate  deposit 
slips,  disposable  night  deposit  bags  and  the  DDA  service  charge  included, 
says  Claudia  Boling,  VP/Cashier.   This  account  generated  fee  income  from 
commercial  customers  who  might  not  otherwise  pay  a  regular  service  charge 
because  of  the  size  of  the  account  balances  they  maintained,  she  says. 

23)  Identify  Ways  To  Reduce  ATM  Expenses 

By  reducing  expenses,  you  can  increase  your  net  fee  income  from  ATMs. 
Charleston  National  Bank  ($438  million,  Charleston,  West  Virginia)  has  had  a 
lot  of  experience  in  controlling  ATM  costs.   Alice  Cosgrove,  SVP,  says  one 
way  the  bank  has  saved  was  to  convert  to  "modular"  ATMs.   These  are  less 
maintenance  intensive  because  they  have  fewer  moving  parts,  she  says.   The 
bank's  annual  ATM  maintenance  costs  have  been  cut  by  half,  and  upgrades  are 
also  easier  on  modular  ATMs,  she  adds.  Additionally,  the  bank  cancelled  ATM 
maintenance  on  evenings  and  weekends. 

24)  Conduct  A  "Use  It  Or  Lose  It"  Program  To  Close  Inactive  Accounts 

Consumers  Cooperative  Credit  Union  ($88  million,  Mundelein,  Illinois)  has 
conducted  a  "Use  It  Or  Lose  It"  program  in  an  effort  to  weed  out  inactive 
credit  cards.   Letters  are  sent  to  cardholders  who  have  not  used  their  card 
during  the  previous  12  months,  says  Ben  Schweder,  Visa  Manager.  The  letter 
states  that  if  they  don't  use  their  card  within  the  next  30  days,  they'll 
lose  it.   If  members  respond  and  say  they  want  to  keep  the  card,  their  card 
account  is  not  closed.   If  they  don't  respond,  the  OJ  begins  the  closing 
process  for  their  card,  which  includes  another  notice  asking  for  their 
response.   By  closing  inactive  accounts,  the  CU  avoids  the  annual 
maintenance  charge  by  its  processor  on  those  accounts.   The  same  idea  could 
be  applied  to  other  transaction  cards. 

25)  Explore  New  Trends  And  Innovations  In  ATM  Usage 

Opportunities  to  use  ATMs  for  dispensing  products  other  than  cash,  such  as 
postage  stamps,  and  utilizing  them  for  other  services,  such  as  bill  paying, 
bear  watching  to  see  if  they  might  work  in  your  market.  Here  are  examples 
of  four  extended  uses  of  ATMs  we've  reported  on  in  the  past  couple  of  years: 

*  First  City  Bank  ($191  million,  Murf reesboro,  Tennessee)  was  one  of 
the  first  community  banks  to  locate  an  ATM  in  a  Post  Office  lobby. 
The  bank  was  also  planning  to  make  postage  stamps  available  at  all  of 
its  ATMs,  says  Joyce  Ewell,  1st  VP. 

*  First-Citizens  Bank  and  Trust  Company  ($5.3  billion,  Raleigh,  North 
Carolina)  introduced  a  "Mobile  Teller  Machine"  that  makes  stops  at 
scheduled  special  events.   Before  it  could  locate  the  ATM/Van 
conversion  on  property  not  owned  by  the  bank,  it  had  to  have 
regulatory  approval  for  a  branch  location,  says  Noel  McLaughlin, 
VP/Publlc  Relations. 

*  A  check  image  enhancement  was  added  to  ATMs  at  PNC  Financial 
Corporation  (Pittsburgh,  Pennsylvania).   This  allows  customers  to 
deposit  a  check  in  an  ATM  and  then  view  an  electronic  image  of  the 
check,  says  Jonathon  Williams,  VP/Corporate  and  Public  Affairs.   The 
customer  sees  the  amount  on  the  check  and  keys  it  into  the  ATM. 
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This  helps  ease  customers'  concerns  about  depositing  their  check  into 
an  ATM  and  is  expected  to  reduce  deposit  errors,  he  says. 
*  A  "Bill  Payer"  program  developed  by  the  Iowa  Transfer  System  (Des 
Mr<"es,  Iowa)  allows  customers  of  sponsoring  banks  to  pay  bills  via 
Ar.i.   First  "ational  Bank  of  Iowa  City  (S347  million,  Iowa  City, 
Iowa)  sponsors  the  University  of  Iowa  which  allows  students  to  pay 
bills,  including  tuition,  via  ATM.   Farmers  State  Bank  ($172  million, 
Marion,  Iowa)  sponsors  a  local  water  utility  that  allows  customers  to 
pay  water  bills  by  ATM.   Customers  can  also  make  their  loan  payments 
at  the  bank  via  ATM. 

Summary 

The  strategies  illustrated  in  this  report  are  just  a  few  of  the  ways 
financial  institutions  are  taking  advantage  of  emerging  fee  income 
opportunities  from  transaction  cards. 

Acceptance  and  use  of  ATMs  and  credit  cards  has  been  Increasing  because 
customers  are  becoming  more  comfortable  with  electronic  services  and  like 
the  convenience  of  these  cards.   Expect  to  see  this  trend  continue. 

One  obvious  concern  is  the  escalating  competition  for  credit  card 
customers  from  "nonbanks"  such  as  Sears,  AT&T,  General  Electric,  GM  and 
Ford — as  well  as  other  financial  institutions. 

Even  so,  community  financial  institutions  are  finding  they  can  earn  a 
profitable  share  of  the  credit  card  market.   To  do  so,  their  focus  has  been 
to  offer  rates  and  fees  that  are  competitive  and  to  pay  close  attention  to 
customer  service. 

To  prepare  for  these  fee  income  opportunities,  monitor  fee  trends  on 
ATMs  and  credit  cards  in  your  market  and  look  at  what  is  being  charged 
nationally.  To  help  with  comparisons,  here  are  the  high,  low  and  medians 
for  several  common  ATM  and  credit  card  fees  being  charged  by  respondents  to 
our  "1993  Service  Charge  Survey  And  Pricing  Guide." 


ATM  FEES 

CREDIT  CARD  FEES 

HIghast  Fm 
Chargad 

Annuallzad*            Tranuetlon  Faa 
Faa                     "On  Ut"  Foreign 

Annual        Lata        OvarllmK 
Faa          Faa             Faa 

$24                       $1.00           $1.50 

$35            $25              $25 

LowMt  Fa* 
Chargad 

4                         0.17              0.25 

9                2                  3 

Madlan  Faa  Of 
All  Raaponaaa 

12                         0.35              1.00 

15              10                10 

*  Includes  annual  fees  and  monthly  fees  that  are  annualized. 

Sowoa;  /W  heerw  Aapo>f  S4#v«r 


For  merchant  card  programs,  the  median  discount  rate  is  4.2  percent, 
based  on  responses  to  our  Survey. 

-100- 


297 


1  woulG  liwe  10  introduce  \ou  [o  my  new  fee  income  letter 
This  letter  is  being  written  for  bankers  with  four  criteria  in 
mind  ■  Fee  Income  Enhancement  and  Management. 
Bankers  who  are  serious  about  fee  income  recognize  that 
"managing"  fee  income  issues  properly  is  the  key  to  dramatic 
improvements  in  revenue.  One  objective  of  this  letter  will  be 
to  provide  bankers  with  the  rationale  and  actions  required  to 
achieve  tnat  dramaticallv  improved  fee  income  performance 
through  aetter  management  of  fee  income  issues 

■  A  Strategic  Versus  Tactical  Approach  to  Fees.  This  letter 
IS  being  written  for  bankers  who  want  fee  income  to  play  a 
more  strategic  role  in  imoroving  bank  profit  performance 
rather  than  for  bankers  who  take  the  tactical  view  of  simply 
raising  prices  and  developing  new  products  The  strategic 
approach  involves  taking  a  long-term  look  at  the  issues  of 
price  and  customer  base,  whereas  the  tactical  approach 
focuses  on  determining  where  prices  can  be  raised  this  year 

■  Concentration  on  Retail  Fees.  Many  bankers  believe  that 
the  oreaiest  opporiumiies  for  fee  income  enhancement  are 
on  the  retail  side  of  the  bank  Fee  income  from  the  sales  of 
annuities  and  mutual  funds  also  desen-es  attention  F£e 
income  from  trust  customers  and  commercial  bank  cus- 
r?imers  .s  important,  however  the  greatest  opooriunitv  for 
growth  and  thus  the  focus  of  this  letter,  is  on  the  retail  side 
oltneoank  ■  Iraining  aj  3  Lrlllldl  Pdilut  WUMjylliy  K!(i 
Income.  This  letter  is  being  written  for  bankers  who 
recognize  that  training  is  essential  in  today's  environment 
Training  is  clearly  important  in  working  with  employees  to 
implement  fee  income  price  changes  successfully  Training  is 
also  important  for  Fee  Income  Pricingand  Performance  Com- 
mittees and  for  Boards  of  Directors  as  they  carefully  consider 
fee  income  strategies  ar.d  related  implementation  issues 

Contents  and  Format 

Esseniiailv  fee  income  is  a  function  of  two  variables  Retail 
Bank  Customer  Base  multiplied  by  Fee  Income  Price  and 
Performance  Management.  One  could  argue  that  both  can  be 
managed  to  a  much  greater  extent  than  is  presently  the  case 
in  most  institutions 

The  letter  is  organized  around  four  departments  Two 
depanments  deal  with  fee  income  price  and  performance 
management,  and  two  deal  with  customer  base  topics  Every 
letter  will  discuss  strategies  and  related  issues  in  at  least  three 
and  typically  all  four  departments  In  addition,  some  issues 
will  focus  attention  on  special  topics,  such  as  public  policy 
issues,  not  directly  covered  in  the  four  departments 

The  material  related  to  each  department  will  be  presented  in 
a  unique  format  Specifically,  each  article  will  identify  how 
the  topic  fits  into  the  overall  framework  for  improving  fee 
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income  performance  provide  a  specific 
recommendation,  and  discuss  the  rationale  for  the 
recommendation  Information  about  training, 
objections,  implementation,  and  monitoring  the 
recommended  actions  will  follow 

Please  take  a  few  minutes  to  read  the  three  articles 
in  this  inaugural  issue  If  after  reading  this  material 
you  feel  these  issues  are  important  and  that  fee 
income  performance  enhancement  can  be  better 
managed  than  it  has  been  in  the  past,  subscribe  to 
the  letter  There  is  a  1 00%  satisfaction  or  your 
money  back  guarantee. 

'  (conrinijed  on  page  a 
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Differential 
Pricing  for 
NSF  Items 
Should  Top 
Your  Fee 
Income 
Action  List 


RECOMMENDED  ACTION: 

Implement  a  differential 
price  for  insufficient  funds 
items  paid  into  overdraft 
versus  returned  items. 


CING     STRATEGIES 


RATIONALE:  From  time  to  time,  customers  write  insufficient  funds  items  (NSFs).  The 
bank  has  four  options  Option  One  is  to  return  tfie  item  to  the  merchant  as  unpaid. 
Option  Two  IS  to  pay  the  item  into  Overdraft  In  effect  the  bank  has  made  an 
unsecured  loan  for  the  insufficient  amount  Option  Three  is  to  transfer  funds  into  the 
customer's  account  to  cover  the  amount  of  the  insufficietii  item  Option  four  is  to  close 
the  customer's  account 

Option  Two  IS  the  focus  of  this  analysis  In  most  banks,  the  primary  options  available  to 
managers  are  One  ancLThree  The  present  recommendation  argues  for  the  automatic 
payment  of  NSF  items  into  overdraft.  However,  the  focus  of  this  discussion  is  what 
price  to  charge  for  these  two  different  treatments  of  an  insufficient  funds  event. 

Most  banks  charge  the  same  amount  for  this  event  regardless  of  how  the  item  is 
handled.  For  example,  assume  your  bank  currently  charges  S 1 5  00  as  a  service  charge 
whether  the  item  is  paid  or  returned 

While  the  revenue  to  your  bank  is  the  same,  there  are  major  differences  in  the 
implications  for  the  customer  If  the  bank  pays  the  NSF  item  into  overdraft,  then  the  fee 
represents  the  total  cost  of  the  transaction  for  the  customer  However,  if  the  bank  does 
not  pay  the  item  into  overdraft,  but  returns  it  to  the  merchant,  then  the  customer  faces 
two  additional  costs 

The  first  cost  involves  the  merchant's  fee  and  the  second  is  the  embarrassment  cost  of 
having  to  go  to  the  merchant  and  handle  the  insufficient  funds  item  Merchants  are 
commonly  charging  $  1 0-S20.  or  more,  for  a  returned  check  Further,  the  cost  of  having 
to  go  to  the  merchant  and  make  good  on  the  check  is  not  insignificant 

The  question  is  whether  these  two  optional  treatments  of  an  insufficient  funds  item 
have  equal  value  to  the  customer  The  answer  is  clearly.  No  Having  an  insufficient         .,,' 
funds  Item  paid  into  overdraft  is  always  the  preferred  option  for  the  customer 
Therefore,  paying  the  item  into  overdraft  is  substantially  more  valuable  to  the  customer 
than  having  the  item  returned 

If  having  an  insufficient  funds  item  paid  into  overdraft  has  more  value  to  the  customer, 
then  It  makes  sense  that  it  also  should  have  a  differential  price  that  is  set  higher  than 
the  price  for  a  returned  item.  Differential  pricing  recognizes  the  different  values  of 
services  performed  for  customers  Thus,  the  price  for  an  insufficient  funds  item  paid 
into  overdraft  might  be  S 1 8  or  S20.  while  the  insufficient  funds  item  returned  to  the 
merchant  might  be  Si 5  00  >' 

OBJECTIONS:  The  primary  objection  to  differential  pricing  comes  from  bank 
employees,  not  customers  Some  bank  employees  will  state  flatly  that  customers  will 
not  stand  still  for  differential  pricing  Management's  response  to  the  employees  should 
be  that  customers  are  always  better  served  when  an  insufficient  funds  item  is  paid  into 
overdraft  By  taking  this  action,  the  bank  can  save  a  customer  55-520  even  after  paying 
the  higher  bank  fee  Based  on  the  value  (i  e.  savings)  they  receive,  most  customers  do 
not  object  to  paying  a  higher  price  for  an  item  paid  into  overdraft 

Another  potential  objection  is  from  those  in  management  who  will  worry  about  the  risk 
of  paying  more  insufficient  funds  items  into  overdraft-  The  bank  is  already  incurring 
some  risk  for  those  items  currently  being  paid  into  ove.'draft  Even  if  the  total  of 
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THINKING  ABOUT  THE  NUMBERS 

AN  EXAMPLE: 

Number  of  NSF  events 

per  monih  

.2000 

Percentage  of  NSFs  paid 
into  overdraft: 

% 

40 

Number  of  NSFs  paid  :nto 
overdraft  to  which  the 
differential  price  applies:.  .1     

...  800 

Amount  of  the  differential 

for  Items  paid  into  OD: 

S3 

Additional  monthly  income: 

S2400 

DO  YOUR  OWN  NUMBERS: 

Number  of  NSF  events 

per  month:  

Percentage  of  NSFs  paid 

into  overdraft: 

Number  of  NSFs  paid  into 
overdraft  to  which  the 
differential  price  applies: 

Amount  of  the  differential 

for  Items  paid  into  OD: S 

Additional  monthly  income.  ..S 

Additional  annual  income: S 


insufncient  funds  items  remains  constant,  fee  income  will 
increase  as  a  result  of  differential  pricing  Assuming  that  risk  is 
managed  well,  and  some  additional  number  of  insufficient  funds 
Items  are  paid  into  overdraft,  for  every  dollar  of  lost  principal 
due  to  unpaid  overdrafts,  fee  income  will  increase  by  SI 0  or 
more.  There  is  some  risk,  but  the  risk  can  be  managed  with  the 
result  being  a  substantial  enhancement  to  fee  income.  The  topic 
of  determining  how  much  to  pay  a  customer  into  overdraft  will 
be  discussed  in  depth  in  the  next  issue 

TRAINING:  The  pnmary  training  issue  involves  the  attitudes  of 
employees  who  view  any  type  of  fee  income  pricing  proposal  as 
likely  to  result  in  customer  complaints  and  customer  losses  that 
are  unacceptable.  One  major  training  theme  has  to  be  the  value 
provided  to  customers,  coupled  with  the  recognition  that  the 
behavior  of  customers  does  not  always  match  the  behavior  of 
bank  employees. 

Employees  also  should  know  the  implementation  date  and 
should  be  trained  to  understand  and  answer  the  most  common 
objections  associated  with  implementing  differential  pncing  The 
new  pricing  policy  should  be  easy  to  illustrate  to  both  employees 
and  customers  using  merchant  return  item  prices  for  your 
market. 

IMPLEMENTATION:  The  price  change  should  be  included  in  the 
brochure  printed  and  distributed  to  customers  annually  The 
difference  in  price  needs  to  be  clearly  specified,  but  ther£  is  no 
need  to  'over  announced 
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MONITORING/TRACKING:  It  is  important  that  tracking  ta«e 
place  at  two  different  levels.  The  first  of  these  involves  the 
number  of  customers  who  close  their  transaction  accounts  and 
leave  the  bank  based  on  their  concerns  about  differential  pncing 
This'ccild  be  captured  in  a  closed  account  analysis. 

The  second  and  more  important  tracking  analysis  would  be 
based  on  the  incremental  fee  income  attributed  to  differential 
pricing.  This  is  a  more  complex  tracking  question  Fees  will 
increase  in  two  ways  (assuming  your  bank  is  not  already  paying 
some  overdrafts )  First  is  the  increase  associated  with 
implementing  differential  pricing.  Second  is  the  increased 
number  of  insufficient  funds  items  written  by  customers  once 
they  realize  the  embarrassment  of  bouncing  checks  has  been 
reduced  or  eliminated.  The  increase  in  volume  has  to  be 
separated  from  the  increase  in  revenue  attributable  to  differential 
pricing  Accurately  estimating  the  precise  incremental  revenue 
associated  with  differential  pricing  is  a  complex  but  important 
analysis  for  managing  your  fee  income  ■ 
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PRICE     MANAGEMENT 


Improve  Fee  Income 


Co 


lections  and  Trackini 


RECOMMENDED  ACTION: 

Create  a  General  Ledger 
Subaccount  for  Each  Fee  Income 
Producing  Product  or  Service 


RATIONALE:  The  days  in  which  fee 
income  was  a  minor  sideline  of  ihe 
banking  business  are  now  over  Today  i[  is 
important  to  recognize  fee  income  as  the 
third  earnings  portfolio  of  the  bank  and  to 
recognize  that  having  information  about 
the  performance  of  the  service  in  the  past 
IS  an  essential  ingredient  in  the  process  of 
improving  fee  income  performance 

Many  banks  have  been  overly  reliant  on 
the  Miscellaneous  Fee  Income  Account  -  .^^ 
with  the  fee  income  collected  for  a  number 
of  different  services  being  booked  into  this 
one  account.  This  practice  makes  it 
difficult,  if  not  impossible,  to  determine 
sales  volumes  and  revenue  actually 
collected  for  each  service  Without  accurate 
sales  volume  and  revenue  information,  it  is 
impossible  to  manage  the  profitability  of 
each  product  or  service  offered  by  the 
bank- 
Establishing  a  general  ledger  subaccount  is 
not  difficult  Funhermore.  establi^ing  a 
set  of  general  ledger  subaccounts  is  an 
important  first  step  in  improving  the  long 
term  ability  of  the  bank  to  make  better 
pricing  decisions. 

Bankers  need  to  revise  their  schedule  of 
accounts  to  include  a  general  ledger 
subaccount  for  each  fee  income  producing 
service  offered  by  the  bank  A  related 
recommendation  is  to  establish  a  contra  or 
offset  account  for  each  general  ledger 
subaccount  for  which  it  is  possible  to  waive 
fees.  (To  be  discussed  in  a  future  issue  ) 

OBJECTIONS:  Two  objections  may  be 
encountered  The  first  is  that  fee  income 
simply  does  not  warrant  this  amount  of 


time  and  attention  Why  gather  this 
information  when  fee  income  is  not 
important  in  the  overall  operation  of  the 
bank? 

The  second  objection  is  that  establishing  a 
general  ledger  subaccount  requires  a  lot  of 
work  Answering  the  second  objection, 
"amount  of  work."  is  easy  The  accounting 
system  of  the  bank  has  responsibilities  for 
both  financial  accounting  and  managerial 
.  accounting.  Establishing  general  ledger 
subaccounts  does  not  change  the  financial 
accounting  result  of  total  fee  income 
However,  these  accounts  greatly  improve 
the  quality  of  managerial  accounting 
information  available  to  managers  Given 
the  importance  of  fee  income  to  improved 
earnings  within  the  bank,  it  is  not  too 
much  work 

The  first  objection  is  cntical  in  that  fee 
income  is  important  and  in  fact  does 
provide  a  stable  basis  for  enhanced 
earnings  over  the  next  several  years 
However,  the  first  objection  does  suggest  a 
common  and  problematic  situation^— ,,^ 
involving  managerial  attitudes  /"^      rA^ 

TRAINING:  The  primary  training    >, ,  y'J^'' ; 

recommendation  is  to  train  ttiose       v zJ^ 

responsible  for  collecting  fee  income  to    •^^W 
book  the  fee  income  in  jbe  newly  aCdwtr^ 
General  Ledger  Subaccounts  correctly  The 
computer-based  financial  accounting;! 
program  should  help  capture  the      ■  't 
transaction  and  revenue  information  and 
get  it  correctly  booked  in  the  appropriate 


Those  responsible  for  collecting  fee  income 
must  be  made  aware  that  collecting  this 
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information  Is  as  critical  to  the  bank  as  is  balancing  at 
[he  end  of  the  day-  The  infornnation  they  collect  will 
affect  directly  the  well  being  of  the  bank  and  indirealy 
their  livelihood 

IMPLEMENTATION:  Implementation  should  not  be 
delayed  waiting  for  the  beginning  of  some  new 
accounting  time  period  The  revised  schedule  of  General 
Ledger  Subaccounts  should  be  implemented  as  soon  as 
practicable.  In  particular,  implementation  before  the 
beginning  of  a  new  time  period  is  useful  to  ensure  (hat 
transactions  are  being  accounted  for  correcily. 

However.  all  persons  involved  must  be  trained  before 
the  new  accounts  are  used.  If  only  half  your  staff 
correctly  codes  Incoming  fees,  then  the  information 
collected  could  seriously  misdirect  management 
decisions. 

MONITORINGn'RACKING:  The  schedule  of  General 
Ledger  Subaccounts  should  be  updated  regularly.  Each 
year  It  Is  useful  to  determine  what  kinds  of  transactions 
are  being  booked  in  the  Miscellaneous  Fee  Income 
Account  It  IS  also  important  to  sample  the  booked 
transactions  to  make  sure  that  the  items  booked  into  the 
accounts  are  the  appropriate  transactions  for  the  General 
Ledger  Subaccount. 

Since  the  primary  objective  of  this  recommendation  is  to 
facilitate  tracking  within  the  bank,  there  are  no  specific 
tracking  issues  associated  with  establishing  these 
accounts.  ■ 
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CUSTOMER    BASE     MANAGEMENT 


Out-of-Date 

Customer 

Stereotypes 

Inhibit  Fee 

Income 

Enhancement 


RECOMMENDED  AQION: 

Recognize  identifiable 
segments  of  checking 
account  customers  based 
on  patterns  of  usage  and 
numbers  of  NSFs  written. 


RATIONALE:  Bankers,  like  everyone  else,  are 
prone  to  make  decisions  based  on  stereorypes 
.\  common  example  in  banks  involves  the 
iradiiional  seereoiype  atiached  lo  customers 
who  write  NSFs  In  many  banks,  customers  who 
write  NSFs  are  lumped  together  as  "deadbeais " 
If  pressed  on  the  subject,  bankers  will  admit  that 
mavbe  there  are  a  few  exceptions  to  the 
"deadbeat"  stereotype  In  reality,  bankers  need 
to  sharpen  their  understanding  of  NSF 
customers  based  on  a  thorough  and  unbiased 
investigation  of  NSF  customer  groups  rather 
than  to  rely  on  simplistic  and  expensive 
stereotypes 

What  would  a  serious  investigation  show'  First 
It  would  show  that  there  are  more  than  two 
r\'pes  of  customers  who  write  NSFs.  These 
include  customers  who  occasionally  make  a 
mistake,  write  an  NSF.  and  incur  a  service 
charge  Many  of  these  customers  are 
embarrassed  and  greatly  appreciate  their  bank  _ .' 
paying  the  NSF  item  into  overdraft  (see  p.  2).  ".■ 
Further,  it  may  be  in  the  bank's  best  interests  to 
waive  or  refund  the  service  charge  based  on  the 
overall  profitability  of  the  customer's     . 
relationship  with  the  bank,       ^'_"         K 

v'  -" 

The  other  group  of  NSF  customers  are  those  .  .^ 
who  are  NSF  deadbeats.  Specifically,  they  write 
NSFs  on  which  thebafik  is  not  able  to  coUea, 
resulting  in  a  closed  account.  The  only  checking 
account  customers  the  bank  does  not  waijt  are 
individuals  who  do  not  pay  their  NSF  checks"'lt 
IS  imponani  that  the  bank  close  the  accounts  of 
these  individuals    *  :    ^^ 

While  these  two  groups  do  exist  in  every  bank. 
it  is  also  true  that  there  are  other  groups  of 
individuals  who  have  a  totally  different  pattern 
of  NSF.  usage  At  least  one  of  these  groups  can 
be  identified  as  a  lifestyle  NSF  writer  Lifestyle 
NSF  writers  have  a  profile  of  higher  income  and 
higher  education  levels  Frequently  they  are  two 
income  career-oriented  households  for  whom 
NSFs  are  just  a  cost  of  living  their  lifestyle 

While  this  segment  may  be  very  poor  money 


managers,  their  actions  are  not  always  due  to  a 
lack  of  money  or  education  Rather,  these 
actions  result  from  a  lack  of  time  and  discipline 
including  failure  to  keeping  track  of  automatic 
debits  and  ATM  cash  withdrawals,  among 
others  As  the  number  of  households  that  do  not 
reconcile  their  monthly  checking  account 
statements  increases,  bankers  should  not  be 
surprised  that  NSFs  increase  as  well  However, 
these  customers  are  far  from  being  deadbeats 
and  are  in  fact  extremely  profitable  for  the 
bank 

Finding  identifiable  patterns  associated  with 
NSF  writing  behavior  is  only  one  of  the  issues 
associated  with  a  reanalysis  of  checking  account 
customers.  The  outcome  of  this  type  of  analysis 
IS  that  there  are  several  segments  of  NSF  writers 
that  exist  in  the  market  and  in  the  customer 
base  of  your  bank.  One  objeaive  of  your  bank 
should  be  to  develop  strategies  that  inaease  the 
number  of  profitable  customers  in  the  bank.  ); 

OBJECTIONS:  There  are  three  objections.  The 
first  is  that  NSFs  were  bad  in  the  past,  are  bad 
now.  and  will  be  bad  in  the  future  Anyone  who 
writes  an  NSF  is  not  a  good  bank  customer,  and 
this  is  one  fundamental  of  banking  that  will  not 
change. 

The  answer  to  this  objection  is  simple  As 
bankers  we  cannot  impose  our  lifestyle  and 
value  system  on  other  individuals  Individuals 
make  choices  including  how  they  spend  their 
money  If  customers  wnte  NSFs  because  it  is 
consistent  with  their  lifestyle,  then  rather  than 
condemning  those  choices,  bankers  should 
accept  those  choices  In  fact  the  question  is  not 
whether  the  customer  is  going  to  write  NSFs.  the 
question  is  which  financial  institution  will 
recognize  this  as  the  customers  choice  and 
preference  and  provide  a  high  level  of  customer 
service  associated  with  this  customer 
preference' 

The  second  objection  is  that  is  it  not  wonh  the 
time  and  effort  required  by  the  bank  to  invest  in 
this  type  of  analysis.  This  gets  back  to  the 
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argument  ihat  fee  income  is  not  sufficiently 
important  to  warrant  the  seriojs  attention 
of  management  (see  p  41  Loans  will 
always  be  important  in  banks  However, 
fee  income  is  an  increasingly  important 
sotirce  of  earnings  A  major  portion  of  fee 
income  is  from  transaaion  accounts  on  tfie 
retail  side  of  tfie  bank.  The  returns  on 
additional  investments  of  management 
time  and  talent  will  yield  major  increases 
in  fee  income  and  bank  profits  Tfie  key  is 
tfiat  all  aspects  of  fee  income  must  be 
managed  as  seriously  as  tfie  loan  side  of 
the  bank.  The  argument  that  it  isn't  worth 
the  time  and  effort  is  wrong  and  more 
likely  represents  an  effort  to  protect  some 
present  activity  or  historic  view  of  banking. 

The  third  objection  is  that  the  bank  does 
not  have  the  information  required  to  do 
this  type  of  in-depth  analysis  The  answer 
to  this  objection  is  twofold  First,  it  may 
require  some  digging,  however,  every  bank 
has  the  information  required  to  do  this 
analysis  The  information  may  not  be 
easily  located  and  will  undoubtedly  require 
some  organization  and  analysis  However. 
It  simply  IS  not  true  that  the  information  is 
not  available. 

The  second  part  of  the  answer  is  that  a 
specific  individual  has  to  make  a  long-term 
commitment  to  excellent  management  in 
this  part  of  the  bank  When  the 
commitment  is  made  and  it  is  clear  to 
bank  employees  that  the  questions  being 
asked  by  this  individual  will  have  to  be 
answered,  then  the  needed  information  is 
much  more  likely  to  be  forthcoming  And  if 
the  information  needed  turns  out  to  be 
unavailable,  then  the  bank  can  get  started 
collecting  or  capturing  the  needed  data. 
The  argument  that  the  information  needed 
does  not  exist  is  almost  always  inaccurate 
and  is  most  frequently  a  delaying  action. 

TRAINING:  The  initial  training  implications 
based  on  this  analvsis  are  two-fold  The 


first  involves  the  training  required  for  the 
individual  that  has  agreed  to  take  , 

responsibility  for  enhanced  fee  incomej 
performance.  This  is  more  easily     ,' 
accomplished  than  might  be  expected  once 
the  commitment  is  made  to  manage  this 
area  with  the  seriousness  ir  requires. 

The  second  training  implication  is  for  every 
employee  of  the  bank  This  training  focuses 
on  lifestyle  choices  and  preferences  and 
the  reality  that  lifestyle  N5F  writers  are 
imponani  and  profitable  customers.  It  also 
encourages  bank  employees  to  reexamine 
a  number  of  their  traditional  banking 
stereotypes  and  substitute  understanding 
and  information  in  the  place  of  stereotypes 
that  are  frequently  incorrect  as  well  as 
inappropriate 

The  third  training  implication  is  for  the 
Board  of  Directors  It  is  important  that  new 
perspectives  on  banking,  retail  banking,  fee 
income,  and  customer  segments  be  part  of 
their  training  program  One  of  the 
frustrating  aspects  of  banking  is  that  the 
stereotypes  of  the  Board  along  with  their 
statements  and  in  some  cases  behaviors 
may  be  allowed  to  undercut  the  credibility 
of  the  fee  income  area  of  the  bank.  It  is 
important  that  this  not  be  allowed  to 
happen,  and  training  is  the  best  way  to 
bring  the  Board  of  Directors  up  to  speed  in 
this  area  "  •» 

IMPLEHflENTATION:  Implementation  is 
linked  to  the  way  in  which  decisions  are 
made  in  your  bank  about  paying  NSF  items 
into  overdraft  Employees  and  officers 
should  be  given  more  authority  to  pay 
items  into  overdraft  based  on  an  expanded 
understanding  of  NSF  customers,  including 
lifestyle  NSF  writers  Future  issues  of  this 
letter  will  deal  with  additional  aspects  of 
implementing  policies  that  are  based  on 
this  new  way  of  thinking  about  the  NSF 
customer 
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MONUORING/TRACKING:  To  the  extent 
that  customers  are  understood  by  segment, 
it  is  important  to  begin  monitonng  NSF 
events  b\  segment  Tracking  mechanisms 
will  also  be  the  topic  of  several  amdes  in 
future  letters  ■ 


Dr.  Phillip  D.  Whin  f,  a 
naliofidily  recognized 
e<pen  0"  fee  income 
pncinq  ana  perlofmance  m 
Danits 

Df  while  IS  currently 
wn^nq  or  nas  servsd  as  a 
memoer  ot  the  laojlty  oi 
most  of  the  graduate 
schools  of  banking  These 
teaching  assignments 
include  The  Paofic  Coast 
Banking  School,  The 
Southwestern  Graduate 
School  of  Banking  at  SMU. 
the  Graduate  School  of 
Banking  in  Maaison.  the  Graduate  School  of  Community 
Bank  f^anacf-nenl.  BMA's  The  School  of  Bank  Marketing. 
BAIs  The  3-,  School,  the  National  School  of  Banking.the 
Graduate  Sc-col  of  Banking  of  the  South,  and  the  Graduate 
School  of  8a-<ing  at  Cokxado 

Of  white  IS  an  Assooate  Professor  and  Past  Chair  of  Ihe 
Marketing  z  .sion  in  the  College  of  Business  and 
Admimstrat.c-  at  the  Univeisity  of  Colorado  at  Boulder 
where  he  nas  ceen  a  member  of  the  faculty  tor  18  years  He 
regularly  tea:-es  courses  in  marketing  strategy,  marketing 
research,  sr.z  -narketing  management  He  has  hiwce 
received  the  "  jtstanding  Professor  of  the  Year  Award  from 
students  at  :-e  universfty  of  Colorado 

His  articles  osaimg  with  vanous  bank  fee  income  pnong  and 
performance  ssues  along  with  articles  about  vanous  aspects 
of  mahtetinc  "or  banks  have  appeared  m  a  number  of 
leading  jour-ais,  magazines,  and  trade  publications 

Each  year  0'  ."/hite  makes  numerous  presentations  to 
national,  re^  cnal  and  state  banking  conventions  and 
conferences  -e  has  presented  at  dozens  of  state  association 
conferences  and  is  frequently  a  repeat  speaker  lor  these 
banking  aucences 

In  addition  'z  '.eaching  in  banking  schools,  speaking  at 
conferences  and  wntmg  for  vanous  banking  publications, 
Df  white  free  jentty  works  with  individual  tjanks  interested 
in  improving  -ee  income  perfomiance  He  partcu^ffy  ehjoys 
working  wi:.-  senior  managers  and  members  of  ttie  Board  of 
Directors  10  '-"ink  about  fee  income  pnang  and  pe^^orr^lance 
issues  in  ne,'/  /rays 

Or  White  s  a  coauthor  on  a  book  that  focuses  on  fee 
income  pncr-,g  and  performar)ce  m  banks  Ihal  is  sctieduled 
for  publicat  en  in  eahy  199A  His  uniwrsity  connections 
provide  unusual  opfiofTunities  to  research  vanous  important 
aspects  of  fse  -ncome  pncng  and  performance  along  with  a 
number  of  rarketing  related  topics  ■ 
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NEW    CUSTOMER    ACQUISITIONS 


Attract  New 
Transaction 
Oriented 
Customers 


•  Invest  Funds  In  Specifically  Targeted 
New  Customer  Acquisition  Programs 


(Continued  from  page  'I 

Your  yearly  subscription  ai  S395  will 
include:  ■  Six  issues  of  the  letter  ■  One 
major  research  report  each  year  that  deals 
with  an  important  aspect  of  fee  income 
enhancement,  ■  A  toll-free  800  number 
for  reasonable  usage  to  discuss  fee  income 
questions  and  issues  ■  The  lOOS 
satisfaction  guarantee 

There  are  three  ways  to  order: 

•  Call  I  ■800-574-FEES  ( 1  -800-574-3337). 
in  Denver  metro  area  44P- 1 656. 

•  FAX  the  enclosed  form  to 
303-449-8425. 

•  Mail  the  enclosed  form  to 

Dr  Phillip  D  Whiles  Fee  Income  Letter 
200  Camden  Place 
Boulder.  CO  80302 
If  you  wish,  we  will  bill  you  later 

One  final  word  This  letter  is  not  intended 
for  banks  or  bankers  who  are  only 
interested  in  finding  quick  fix  solutions  for 
improving  fee  income  performance.  It  is 
not  going  to  tell  you  how  much  your 
competition  is  charging  or  what  you 
should  charge  for  the  services  you  provide 


RATIONALE:  Bankers  must  make  a 
commitment  to  viewing  the  customer  base 
of  the  bank  as  something  that  can  be 
influenced  positively  rather  than  as 
something  that  is  purely  static  or  eroding 
over  time  Specifically,  the  retail  bank 
customer  base  should  be  viewed  as 
something  that  can  be  molded  to  reflect 
the  needs  of  the  bank  in  different 
circumstances  In  too  many  banks  the 
retail  customer  base  is  viewed  as 
something  that  is  aging  demographically 
and  frequently  shrinking  m  absolute 


terms  Managers  need  to  confront  this 
attitude  directly  and  assume  that  they  can 
put  successful  and  profitable  new 
customer  acquisition  programs  into  place 

Bankers  need  to  implement  well  thought 
out  programs  designed  to  increase  the 
number  ot  new  transaction  accounts  in  the 
bank  Future  issues  will  discuss  the  success 
requirements  for  outstanding  new 
customer  acquisition  programs   ■ 


It  is.  however,  intended  for  banks  and 
bankers  who  are  interested  in  treating  fee 
income  as  the  third  portfolio  of  the  bank 
It  IS  for  those  who  believe  that  fee  income 
deserves  the  same  kind  of  serious 
management  that  the  investment  and  loan 
portfolios  of  the  bank  presently  receive  ■ 

Reader  commenis.  questions  and 
suggestions  are  encouraged- 


IN  UPCOMING  ISSUES: 

■  The  financial  realities  assofiated 
with  automatically  paying  more 
NSF  traiisaciions  into  overdraft 

■  Attaching  contra  or  offset  accounts 
to  every  general  ledger  subaccount 
for  which  waivers  ate  possible. 

■  Determining  if  the  80/20  nile  holds 
in  your  bank  with  respect  to  NSFs. 

■  Critical  issues  associated  with    ^ 
managing  annuity  and  mutual  fund 
sales  to  bank  cusomers. 

■  Success  requirements  for  new  •.; 
customer  acquisition  programs. 


■mil  3 
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Greg  Loper 

331  Northstar  PI.  #1 

Grass  Valley,  CA  95945 


Mr.  Stephen  Brobeck, 


As  a  footnote  to  the  recent  study  of  state  banking  fees  by  the 
Consumer  Federation  of  America  I  would  like  to  call  your  attention 
to  a  couple  of  things  that  may  not  be  very  carefully  scrutinized  but 
are  more  of  a  concern  to  me  than  an  increase  in  fees  which  is,  at 
least,  above  board.   1)  Honoring  deposits  at  A.T.M.'s  for  cash  balances 
but  not  outstanding  checks.  Example:  If  you  have  $100  in  your  account 
and  make  an  A.T.M.  deposit  of  $100,  you're  able  to  make  a  $200 
withdrawal  immediately,  even  though  the  $100  hasn't  technically  been 
credited  to  your  account.   If  you  have  a  check  outstanding  for  $30, 
however,  and  you  only  withdraw  $80  under  the  same  circumstances;  your 
$30  check  will  bounce  and  a  $15  service  charge  will  be  debited  from 
your  account.   This  is  a  very  misleading  banking  practice.   2)  Checks 
not  being  debited  from  accounts  in  a  timely  fashion.  Example:  You  make 
out  a  check  to  someone  who  cashes  it  and  he  receives  the  money  but  it 
doesn't  show  in  your  account.   Mainly,  what  I've  noticed  is  that  I  can 
have  a  check  debited  from  ray  account  in  the  short  space  of  3  days  after 
it  was  mailed,  or  3  wks.  after  it  was  received  depending  on  whether  or 
not  a  service  charge  for  non-sufficient  funds  is  in  the  offing.   I  know 
it  sounds  paranoid,  but  after  7  yrs.  with  the  same  bank;  "FIRST 
INTERSTATE,"  the  pattern  is  too  definite  to  ba  mistaken.   The  odds 
against  having  a  check  outstanding  for  anywhere  from  3  days  to  3  weeks 
bounce  in  the  12  hr.  interim  between  A.T.M.  deposit  and  being  credited 
to  your  account  -  repeatedly  -  are  too  great  to  be  dismissed  as 
coincidental.   If  you  throw  in  the  fact  that  monthly  service  charges 
are  deducted  without  regularity,  "other  debits"  are  not  listed  on  the 
date  of  transaction,   and  checks  can  be  out  there  for  a  full  month, 
overlapping  bank  statements;  keeping  track  of  things  is  nearly 
imposs  ible . 

I  don't  contest  the  idea  that  it  is  the  responsibility  of  the 
individual  to  see  to  it  that  there  are  sufficient  funds  available  to 
cover  service  charges,  penalty  fees,  other  debits,  etc.  -  it's  the  fact 
that  you  never  know  until  it's  too  late.   A  "domino  effect"  can  bring 
about  a  $60  charge  in  the  space  of  2  days  before  you  even  know  there's 
a  problem.   It  really  isn't  so  much  an  issue  of  personal  loss.   A 
$15-$30  charge  every  year  or  so  is  petty.   Multiply  that  times  hundreds 
of  accounts  and  hundreds  of  branches  and  you  have  a  multi-million 
dollar  industry  going.   One  that  is  rather  deceptive.   My  suspicions 
were  all  but  confirmed  when  I  wrote  two  checks  on  the  same  day.   One 
was  mailed  to  Utah,  the  other  was  local.   The  Utah  check  was  post-dated 
a  week  from  the  time  of  mailing;  the  other  not.   The  Utah  check  was 
bounced  in  a  record  3  days  from  time  of  mailing!  (At  that  time  I  was 
unaware  that  dates  don't  mean  anything).   The  local  check  was  not 
debited  from  my  account  for  2*5  wks.;  right  after  I  made  my  next 
deposit.   I  confirmed  with  the  party  the  check  was  made  out  to  that  it 
had  been  cashed  2  wks.  previously.   I  find  this  practice  manipulative 
and  deliberate.   With  current  information  technology,  there's  no  reason 
why  a  check  should  not  be  debited  from  an  individual's  account  within 
24-35  hrs.  of  payment  at  the  other  end.   There's  also  no  reason  why  a 
computer  program  could  not  be  developed  to  test  for  conditions  that 
would  allow  banks  to  exact  service  charges  at  every  opportunity  and 
maximize  profits  at  an  unsuspecting  public's  expense.   If  banks  can 
"float"  or  post  payment  on  accounts  without  regulation  as  to  when  the 
account  is  actually  debited,  and  have  a  15-20  day  flexibility  in  the 
monthly  service  charge;  and  if  I  can  imagine  how  it  might  possibly 
happen  -  it's  happening. 

Tha 


nk  You  for  your  attention, ^^  y^ 
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BEMROSE  CONSULTING  CO. 

THE  REAL  ESTAH  SERVICE  COMPANY 
Gordon  E-  Bemrose.  Consuiiam 


March  2,  1994 

Consumer  Federation  of  America 

1424  16th  Street  N.W. 

Suite  604 

Washington  D.C.   20036 

Attn:  Chris  Lewis 


Dear  Chris; 

I  read  an  article  in  our  local  newspaper  about  your 
organization  complaining  about  the  large  NSF  check  fees  that 
various  banks  around  the  nation  are  charging.   You  made  the 
argument  that  they  were  using  these  fees  as  an  additional 
source  of  income.   I  would  like  to  bring  another,  what  I 
perceive  to  be,  problem  to  your  attention. 

I  recently  wrote  two  checks  to  two  of  our  local 
retailers  in  our  area.   Like  an  idiot,  I  drove  around  for 
three  days  with  a  bank  deposit  to  cover  said  checks  on  the 
dash  of  my  vehicle.   One  check  was  for  about  $150.00  and  the 
other  was  for  $110.00.   The  checks  made  it  to  my  bank  before 
I  did  with  the  deposit.   My  bank  sent  both  of  these  checks 
back  to  the  organizations  that  I  wrote  them  to.   I  was 
charged  $15.00  per  item  by  said  bank.   I  have  been  with  this 
bank  for  many  years  and  have  a  substantial  amount  of  money  in 
it,  so  I  informed  them  that  if  this  happened  again,  I  would 
withdraw  all  of  my  money  and  go  elsewhere.   They  were  in 
agreement  with  me  that  they  should  not  have  returned  the 
checks.   One  check  was  to  a  grocery  store  and  the  other  was 
to  an  lumber  retailer.   The  grocery  store  simply  re-deposited 
my  check  and  it  cleared  the  second  time.   The  lumber  retailer 
however  has  an  agreement  with  an  organization  by  the  name  of 
"Checkright,  Inc"  who  guarantees  all  of  the  checks  written. 
I  then  received  a  threatening  letter  from  Checkright  and  a 
telephone  call  immediately  thereafter.   When  I  asked  them  why 
they  simply  did  not  re-deposit  the  check,  they  said  that, 
that  is  not  their  policy  and  I  now  owed  them  an  additional 
$20.00.   When  I  asked  the  retailer  why  they  did  not  re- 
deposit  the  check,  they  said  their  agreement  with  Checkright 
prohibits  them  from  doing  so.   I  am  a  real  estate  developer 
and  builder  so  I  informed  the  local  manager  that  he  had  just 
lost  approximately  $100,000  annual  business.   He  was  needless 
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to  say  very  upset  and  credited  my  account  with  the  $20.00 
charge.   He  said  that  they  must  send  all  of  their  NSF  checks 
to  Checkright.   Further  investigation  on  my  part  revealed 
another  company  by  the  name  of  Telecredit,  Inc.   which  does 
the  same  thing.   The  end  result  was  that  I  was  charged  $35.00 
for  the  check  to  the  lumber  retailer  and  $15.00  for  the 
check  to  the  grocery  store  for  forgetting  to  deposit  the 
money  in  my  account.   To  me,  this  is  not  a  great  deal  of 
money,  but  to  many,  it  is. 

I  seems  to  me  that  this  policy  of  not  re-depositing 
checks  the  second  time,  which  all  banks  that  I  have  talked  to 
say  is  fine,  has  become  a  tremendous  source  of  income  for  the 
check  guarantee  companies  and  possibly  the  retailers.   This 
income  is  of  course  at  the  expense  of  the  American  consumers. 
I  think  that  retailers  ought  to  be  required  to  re-deposit 
checks  after  they  are  NSF  once  to  see  if  they  will  clear.   If 
not,  then  they  can  do  whatever  the  law  allows  to  collect. 

If  you  have  any  questions,  or  need  any  further 
information,  do  not  hesitate  to  write  or  call.   I  look 
forward  to  your  thoughts  on  this  issue. 

Sincerely, 


Bemrose  Consulting  Company 
by  Gordon  E.  Bemrose 


-112- 


309 


Cmshin 


ixig  Bank 
Fee  Burdens 


The  1993  PIRG/CFA  National 
Banlv  Fee  Survey 


U.S.  Priblic  Interest  Researcli  Group 
Consiimer  Federation  of  America 

June  1993 


■113- 


310 


CRUSHING  CONSUMERS: 
Rising  Bank  Fee  Burdens 


Bank  fees  are  skyrocketing.  Since  bank  deregulation  began  in  the  early  1980s,  the 
Consumer  Federation  of  America  (CFA)  and  the  Public  Interest  Research  Groups 
(PERGs)  have  conducted  numerous  studies   documenting  ever-increasing  fees  for 
consumer  savings  and  checking  accounts  and  unfair  and  deceptive  bank  practices.  This 
joint  national  report,  based  on  data  from  300  banks  in  23  states,  shows  that  the  trend  is 
continuing. 

The  results  of  this  survey  are  compared  to  those  from  the  1990  CFA  national  bank  fee 
survey.  The  repon  also  compares  the  survey  results  to  available  industry  data  on  the 
banks'  costs  of  consumer  deposit  accounts.^  These  independent  reports  confirm  our 
results:  Bank  fees  are  soaring. 

Our  findings  show  that,  over  the  last  three  yean,  baiiks  have  dramatically  raised  fees  for 
consumer  accounts.  Fee  increases  have  exceeded  the  7%  rise  in  the  Consumer  Price 
Index  (CPI)  for  the  same  period  by  as  much  as  fourfold.  The  rise  in  fees  and  the 
increasing  complexity  of  the  fee  system  have  created  a  burdensome  and  prohfoitively 
expensive  banking  system  that  places  huge  costs  on  the  middle  class  and  often  prices 
lower-income  consumers  out  of  the  federally-insured  banking  market.  These  consumer 
account  fees  contributed  to  the  record  S32  billion  in  profits  (79%  above  1991)  generated 
by  banks  in  1992.   At  the  same  time,  spreads  between  interest  rates  paid  on  consumer 
deposits  and  charged  on 


FEE  INCREASES 

1990-1993 
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consumer  loans  were  the  widest 
in  history. 

NATIONAL  FINDINGS 

REGULAR  CHECKING 

•  The  average  annual  cost 
(including  maintenance  fees, 
per  check  fees,  ATM  fees,  and 
fees  for  bounced  checks  (NSFs) 
and  deposit  items  returned 
(DIRs))  of  a  non-interest 
bearing  checking  account  is 
$184.16  in  1993,  an  increase  of 
18.5%  since  1990.  (See 
Methodology  section.) 

In  1993,  the  average  monthly  maintenance  fee  for  regular  checking  is  S5.82  nationally, 
rising  14%  since  1990.  DaOy  minimum  balances  to  avoid  fees  are  S555.98.  For  those 
banks  requiring  an  average  balance  to  avoid  fees,  consumers  must  maintain  a  balance  of 
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at  least  S957.83.  Per-check  fees  rose  15%,  to  SOJl,  since  1990?  "Off-us"  ATM  fees, 
including  25  local  network  and  5  national  network  withdrawals,  increased  37%. 

Only  6%  of  the  banks  surveyed  offer  totally-free  checking. 

NOW  ACCOUNTS 

•  The  net  average  annual  cost  (including  maintenance  fees,  per  check  fees,  ATM  fees, 
and  NSF  and  DER  fees,  less  interest  earnings)  of  maintaining  a  $600  interest-bearing 
(NOW)  checking  account  is  S186.45  in  1993,  an  increase  of  41%  since  1990.  (See 
Methodology  section.) 


The  average  monthly  NOW 
account  maintenance  fee 
increased  27%  to  S7.56  in  1993. 
Average  per  check  fees 
increased  8%  to  S0.28.  The 
minimum  dafly  balance 
requirement  to  avoid  fees  for 
NOW  accounts  is  51,023  and 
the  monthly  average  balance  to 
avoid  fees  is  S2,109.  Banks 
require  a  daily  balance  of 
S570.94  to  earn  interest."* 
Interest  paid  on  accounts 
averages  an  Annual  Percentage 
Yield"(APY)  of  1.84%  for  the 
banks  surveyed,  a  decrease  of 
63%  since  1990. 


CHANGE  IN  NOW  ACCOUNT 

BREAK  EVEN  BALANCES 
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21%  of  banks  sampled  in  the  southeast  U.S.  (Georgia,  North  Carolina,  DC,  Virginia  and 
Maryland)  continue  to  use  the  deceptive  invcstable  balance  method,  paying  interest  on 
only  85%  to  90%  of  a  consumer's  accoimt  balance.  The  investable  balance  method  will 
be  Illegal  when  Truth  In  Savings  takes  effect  on  June  21,  1993. 


SHOULD  YOU  USE  A  NOW  OR  REGULAR  CHECKING  ACCOUNT? 

Consumers  should  use  a  NOW  account  only  if  they  can  maintain  a  balance 
greater  than  the  amount  by  which  the  NOW  account  fees  exceed  the  regular  checking 
account  fees,  divided  by  the  NOW  account  interest  rate.  According  to  our  survey 
results,  you  would  need  a  balance  of  at  least  S725  to  be  better  off  with  a  NOW 
account  rather  than  a  regular  checking  account.  In  1990,  a  similar  calculation  found 
that  NOW  accounts  were  better  than  regular  checking  accounts  at  an  average  balance 
of  onlvSl35. 
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NO-FRILLS  ACCOUNTS 

59%  of  banks  offer  a  no-frills,  fee-based  alternative  to  regular  checking.  These  accounts 
generally  charge  a  fee  each  month  regardless  of  the  balance  and  limit  the  number  of 
checks  included  in  that  fee.  Many  banks  argue  that  these  accounts  are  affordable  and 
meet  consumer  demands  for  lifeline  or  basic  accounts  for  lower-income  and  elderly 
consumers.  We  disagree. 

•  The  average  annual  cost  to  consumers  of  a  no-frills  account  in  1993  is  S  136.30 
(including  maintenance  fees,  per  check  fees,  ATM  fees,  and  NSF  and  DIR  fees)  -  far 
beyond  the  means  of  many  lower  income  and  elderly  consumers.   (See  Methodology 
section.) 

The  minimum  opening  balance  requirement  for  no-frills  accounts  is  S50.22  in  1993. 
Consumers  pay  S3.44  for  monthly  no-frills  account  maintenance  fees.  They're  charged 
S.53  for  each  check  written  in  excess  of  allowable  free  checks  and  banks  that  provide  a 
limited  number  of  free  checks  allow  only  9.2  per  month  before  assessing  a  fee. 


SHOULD  YOU  USE  A  REGULAR  OR  NO-FRILLS  ACCOUNT? 

Based  on  our  study,  a  customer  who  cashes  11  checks  per  month  above  the 
number  of  free  checks  allowed  for  a  basic/no-frills  account  would  be  better  off  with  a 
regtJar  checking  account.  Consumers  can  calculate  the  ma.ximum  number  of  checks, 
above  those  provided  free,  that  they  could  cash  and  still  be  better  off  with  a  lower 
cost  no-frills  account.  The  difference' between  the  fees  charged  on  a  regular  checking 
account  and  those  assessed  on  a  no-frills  checking  account,  excluding  per  check  fees, 
should  be  divided  by  the  difference  between  the  per  check  fees.  Bank  fee  consultants 
are  now  regularly  recommending  low  check  limits,  high  per-check  fees,  and  higher 
bounced  check  fees  for  these  so-called  low  cost  accounts.   BEWARE  OF  HIDDEN 
COSTS! 


SAVINGS  ACCOUNTS 

•  The  average  annual  net  cost  (maintenance  fees  less  interest  earned)  of  a  savings 
account  with  a  S200  balance  is  S22.92  in  1993,  an  increase  of  143%  since  1990.  (See 

Methodology  section.) 

The  minimum  balance  required  to  avoid  fees  for  savings  accounts  is  S240  in  1993  and 
banks  demand  an  average  of  S96  to  open  an  account  and  S  140.55^  to  earn  interest. 

ADDmONAL  FINDINGS 

•  Continental  Bank  of  Chicago,  then  the  largest  government  bank  bailout  in  history, 
requires  an  outrageous  S50,000  balance  in  order  to  avoid  an  onerous  $200  monthly  fee. 
Citibank  of  Washington,  D.C.  demands  a  minimum  fee  avoidance  balance  on  NOW 
accounts  of  $10,000  and  $4,000  on  regular  checking  accounts.  (Contintental  Bank's 
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required  balance  is  not  included 
in  the  national  or  state 
averages.) 

•  "Off-us"  ATM  fees  increased 
dramatically  frona  1990  to  1993. 
Local  network  ATM  fees  now 
cost  S.95  per  transaction  and 
national  network  fees,  SI.  10, 
compared  to  S.71  per  "off-us" 
transaction  in  1990,  an  increase 
of  34%  for  local  and  559c  for 
national  networks.^ 

•  Average  bounced  check  fees 
increased  21%,  from  Sl5.ll  in 
1990  to  S18.35  in  1993. 


Change  In  Fees  and  Interest 
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•  The  charge  for  anempting  to  deposit  someone  else's  check  that  then  bounces  increased 
25%,  from  S4.85  in  1990  to  S6.08  in  1993. 

•  The  banking  industry,  often  condemned  as  slow  to  innovate,  has  demonstrated  a 
brilliance  at  coming  up  with  additional  account  fees.  Bankers  are  increasing  the  number 
and  types  of  fees  levied  against  consumers  for  deposit  account  transactions.  In  fact,  we 
identified  only  one  service  for  which  bzinks  do  not  charge:  the  "safekeeping"  of  your 
canceled  checks.  Banks  do,  however,  charge  to  mafl  them  to  you.   Additional  new  fees 
include  "early  account  closing  fees",  "ATM  attempt  fees"  (when  balances  are  not  high 
enough  for  a  withdrawal),  dormant  account  fees,  and  even  "dormant  AT^'I  card  fees". 

•  Fully  34%  of  banks  reported  that  uncredited  interest  would  be  forfeited  if  an  account 
were  closed  in  the  middle  of  an  interest  cycle. 

•  Banks  are  increasingly  using  credit  report  rating  services,  such  as  Qiexsystems,  to 
determine  whether  to  open  a  consumer's  account.  229  banks  (90%  of  those  answering 
the  question)  reponed  using  a  rating  service.  Of  these,  55%  automaticaUy  disqualified 
any  account  applicant  with  a  negative  rating  in  the  service's  computer,  despite  the  fact   . 
that  credit  reports  are  notorioiisly  inaccurate. 


RECOMMENDATIONS  FOR  CONSUMERS 

■  1)  Shoo.  This  should  be  an  ongoing  process  because  banks  are  constantly  changing 
their  fee  structures. 

Compare  the  costs  of  your  accounts  to  those  of  other  banks  in  your  area. 
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Know  what  type  of  transactions  you  regularly  make  and  evaluate  accounts 
with  vour  needs  as  a  yardstick.  You  may  find  a  better  deal  at  a  different 
bank. 

2)  Consider  banking  at  a  credit  union.  Check  credit  unions  to  see  if  you  qualify  for 
membership.  They  may  have  more  competitive  prices  than  banks  or  S&Ls. 

3)  Beware  of  NOW  accounts.  If  you  cannot  maintain  high  fee-avoidance  balances 
stay  away  from  NOW  accounts.  The  NOW  account  fees  may  cost  you  more  than 
it's  wonh  to  earn  low  interest  on  your  balance. 

4)  Explore  no-frills  checking  options.  If  you  write  few  checks  each  month,  look  at 
no-frills  flat  fee  checking  accounts.  This  is  panicularly  important  if  you  cannot 
maintain  minimum  balance  requirements  to  avoid  regular  checking  account  fees. 
However,  watch  out  for  no-frills  accounts  with  low  check  limits  and/or  punitive 
over-the-check-limit  and  bounced  check  fees. 

RECOMMENDATIONS  FOR  CONGRESS 

1)  Enact  Basic  Banking.  For  years,  the  Congress  has  considered,  but  failed 
to  pass,  Lifeline  Checking  or  Basic  Banking  legislation.   Continued  bank 
fee  increases  funher  warrant  the  guarantee  of  a  safe  harbor  from  industry 
price  gouging  for  low-income  consumers.  Lifeline  Checking  and  Basic 
Banking  legislation  will  begin  to  open  our  nation's  susidized  payment 
system  to  its  most  vulnerable  banking  consumers. 

2)  Create  a  national  Financial  Consumers  Association  (TCAl 

An  FCA  would  be  a  citizen-supported  non-profit  bank  watchdog  group  chartered 
by  the  Federal  government.  The  FCA  would  be  modelled  after  the  successful  New 
York  and  lUinois  Citizen  Utility  Boards  (CUBs).  Illinois  CUB  has  over  100,000 
members. 

The  FCA  would  raise  funds  from  consumers  through  "piggy-backing"  government- 
endorsed  membership  brochures  insened  with  bank  account  statements.  The  FCA 
would  release  reports  on  local  bank  and  other  financial  fees,  filling  a  gap  left  by 
the  federal  agendes'  failure  to  provide  relevant  fee  information  to  consumers. 

3)  Establish  ?  Cost  Accounting  Standards  Board  for  Federally  Insured  Depository 
Institutions.   A  CASE  would  establish  uniform  cost  accounting  procedures  for 
financial  institutions;  costs  would  then  be  used  as  a  basis  for  any  fees  assessed 
instead  of  allowing  banks  to  gouge  customers  by  charging  whatever  fee  the 
(captive)  market  will  bear.     The  Board  would  be  made  up  of  representatives 
from  the  banking  and  accounting  professions,  relevant  governmental  agencies  (e.g., 
GAO  and  the  Fed),  and  consumer  organizations. 
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THE  IMPORTANCE  OF  THE  TRUTH  IN  SAVINGS  ACT 

The  deregulation  of  deposit  accounts  was  completed  in  1986.  It  resulted  in  a  profusion  of 
product  changes  and  market  confusion  among  consumers.   Under  lax  supervision  by 
banking  regulators,  unfair  deposit  account  practices  proliferated.^  Angry  and  agrieved 
consumers  prompted  the  Congress  to  pass  several  new  consumer  protection  laws. 

Most  notable  among  them  was  the  Truth  In  Savings  Act,  which  takes  effea  on  June  21, 
1993.  Truth  In  Savings  had  languished  in  Congress  since  the  early  1970s,  but  finally 
passed  in  1991  in  response  to  the  spreading  bank  practice  -  popularized  by  banks  such 
as  NCNB  --  of  paying  interest  on  only  a  portion  of  a  consumer's  balance. 

In  addition  to  outlawing  the  investible  balance  method,  Truth  in  Savings  will  also  prohibit 
banks  from  advertising  accounts  as  free  when  they  are  not.  This  is  particularly  important 
because  many  banks  advertise  "free""  checking.  Tree  asterisk"  checking  is  not  free  unless 
you  meet  the  terms  of  the  asterisk,  such  as  maintaining  a  minimum  balance.  After  June 
21,  deposit  accounts  that  have  regular  fees  or  balance  requirements  to  avoid  fees  can  no 
longer  be  advertised  as  "free". 


INDUSTRY  DATA  CONFIRM  PIRG/CFA  FINDINGS 

Data  obtained  from  the  most  recent  aggregate  surveys  by  the  banking  industry  and  the 
Federal  Reserve  Board,  using  data  reported  by  the  banks,  substantiate  the  empirical 
findings  of  the  300  bank  1993  PIRG/CFA  bank  survey. 

From  1988  to  1991,  banks'  income  from  ser/ice  charges  rose  more  than  36%  ,  with 
some  reporting  increases  of  more  than  30%  in  the  twelve  month  period  from  June  1990 
to  June  1991  alone. ^°  This  growth  is  due  to  both  an  increasing  number  of  fees  being 
assessed  and  a  rise  in  the  fees  being  charged.  When  the  industry  trade  paper  Fee 
Income  Report  began  publishing  its  list  of  sources  of  fee  income  four  years  ago,  based  on 
service  charge  schedules  from  financial  institutions  nationwide,  only  96  items  were 
included^^;  that  total  has  jumped  to  225  currently  ^^. 

In  June  1992,  the  Federal  Reserve  released  its  third  armual  survey  of  fees  that  banks 
charge  their  customers.   For  the  second  consecutive  year,  it  reponed  "a  trend  in  the 
direction  of  higher  fees  for  both  commercial  banks  and  savings  institutions...,  with  no 
appreciable  change  in  the  availability  of  services." 

Increases  in  fees  charged^''  by  banks  on  deposit  accounts  have  greatly  exceeded  rises  in 
bank  costs.^^  The  largest  banks  have  been  especially  guilty  of  assessing  exorbitant 
charges.  In  1992,  the  largest  300  banks,  or  3%  of  all  commercial  banks,  controlled  more 
that  68%  of  deposits. ^^ 
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METHODOLOGY 


1)  SAMPLE  SELECTION: 


Volunteers  and  staff  at  the  PIRGs  and  CFA  member  organizations   surveyed  large  banks 
in  their  states,  in  person  or  by  telephone,  during  the  first  two  weeks  of  April,  1993.  Data 
were  obtained  on  the  lowest  cost  checking  (regular,  NOW  and  basic/no-frills)  and  savings 
accounts  marketed  by  the  financial  institution,  and  were  confirmed  by  fee  brochures,  if 
made  available  by  the  bank.  Some  banks  may  count  ATM  use  against  per  check  debit 
limits,  so  fees  may  be  higher. 

2)  ANNUAL  ACCOUNT  COSTS: 

Annual  costs  of  accounts  calculated  in  the  "National  Findings"  section  assumed  that  a 
consumer  could  not  meet  the  minimum  or  average  balances  for  fee  waivers.  Fees 
assessed  were  the  average  for  all  banks  charging  that  fee. 

Regular  checking  account  annual  costs  include  monthly  maintenance  fees,  per  check  fees 
for  16.3  checks  per  month,  ATM  fees  for  25  local  network  and  5  national  network 
withdrawals  per  year,  and  fees  for  one  bounced  check  and  one  deposit-item-returned  per 
year. 

Now  account  annual  costs  included  monthly  rhaintenance  fees,  per  check  fees  for  15.8 
checks  per  month,  ATM  fees  for  25  local  network  and  5  national  network  withdrawals 
per  year  and  fees  for  one  bounced  check  and  one  deposit-item-remmed  per  year. 
Interest  that  an  account  holder  would  receive  on  a  balance  of  S600  is  deducted  from  the 
fee  total  to  determine  the  net  aimual  cost. 

Basic/no-frills  account  aimual  costs  included  monthly  maintenance  fees,  per  check  fees 
for  6.5  checks  per  month,  ATM  fees  for  25  local  network  and  5  national  network 
withdrawals  per  year,  and  fees  for  one  bounced  check  and  one  deposit-item-retumed  per 
year. 

The  number  of  regular  and  NOW  account  checks  is  ABA's  1991  average  of  17  cashed 
per  month,  reduced  by  the  average  number  of  free  checks  allowed  by  the  banks.  For 
basic/no-frills  accounts,  consumers  were  assumed  to  pay  for  10  checks,  less  the  average 
number  of  free  checks,  each  month. 

Costs  of  savings  accounts  included  monthly  fees  less  the  interest  that  would  be  earned  on 
a  S200  balance. 
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NOTES 

1.  See,  for  exanple,  rational  tank  fee  surveys  by  CFA  published  in  1984,  1985,  1987,  1988  and  1990.  Also  see 
ATH  Fees,  Up,  Up,  Up,  U.S.  PIRG,  1991;  Held  Up  At  The  Bank  and  Stilt  Held  Up  At  The  Bank,  (1985-34)  PIRG  studies 
of  excessive  cheekholds,  plus  numerous  state  by  state  PIRC  bank  fees  studies  over  the  period  since  deregulation 
began  taking  effect  in  the  early  1980s.. 

2.  The  analysis  of  bank  and  govemnent  data  was  conducted  by  Janice  Shields,  Ph.  D.  A  separate,  detailed  paper 
discussing  these  results   is  available  from  U.S.  PIRG  for  SZ5  (Bank  Cost  Analysis,   March   1993). 

3.  The  Fed's  Fuffetional  Cast  Analysis  reported  that  all  bank- incurred  checking  account  costs  except  check- 
cashing  costs  had  decreased  IX  in  1991,  compared  to  1988;  check  cashing  costs  increased  3X.  During  the  same 
years,   ABA  reported  that  monthly  checking  account  fees  had  increased  182  and  per  check  fees  had  risen  52S. 

4.  Truth- in-savings  wilt  also  prohibit  the  use  of  the  low  balance  method,  which  will  mean  that  banks  will  be 
required  to  pay  interest  based  on  a  consuner's  full  daily  balance,  rather  than  only  on  that  month's  lowest  daily 
balance. 

5.  According  to  the  ABA's  Retail  Banking  aeoort.  minimuB  balance  requirements  for  savings  accounts  increased 
as  much  as  100X  from  1988  to  1990.  During  the  same  years,  large  banks'  fees  increased  32S,  even  though, 
according  to  the  Functional   Cast  Analysis,     costs  only  increased  28S. 

6.  Based  on  ABA'S  Retail  Banking  Report.  1991  "off-us"  fees  represented  a  1002  mark-up  on  costs  by  large 
banks.  Off-us  costs  to  banks  were  only  672  higher  than  on-us  costs,  but  off-us  fees  were  30(JS  higher  than  on-us 
fees. 

7.  According  to  Sheshunoff's  annual  survey.  Pricing  Financial  Services,  raising  fees  has  little  effect  on 
customer  activity. 

8.  Our  allegation  of  lax  supervision  is  not  made  lightly.  In  1990,  U.S.  PIRC  petitioned  the  Federal  Reserve 
Board  of  Governors  and  the  ComDtroller  of  the  Currency  to  ban  the  investable  balance  method  as  an  unfair  and 
deceptive  practice.  Letters  from  the  agencies'  general  counsel  claimed  that  neither  had  the  authority  to  ban 
the  practice. 

9.  Brunner,  Allen  D.,  Hancock,  Diana,  and  McLaughlin,  Mary  M.,  "Recent  Developnents  Affecting  the  Profitability 
and  Practices  of  Cormercial  Banks,"  Federal  Reserve  Bulletin.  July  1992,  pp.  459-453. 

10.  Sheshunoff  Information  Services,  Inc.,  Bank  auarterlv  Ratings  and  Analysis.  Sheshunoff  Information  Services, 
Inc.,  Austin,  TX,   1992,  p.    1.50. 

11.  "Here's  How  to  Hook  Fee  Income,"  Savings   Institutions.   January  1992,   pp.   24-26. 

12.  "Compare  Tour  Fees  and  Services  with  this  List,"  Fee  Income  Report.   February  8,    1993,   p.  7. 

13.  Annual  Report  to  Congress  on  Retail  Fees  and  Services  of  Oepository  Institutions.  Federal  Reserve  Board, 
Washington,  DC,  June  1990-1992.  This  report  is  required  by  Section  1002  of  the  Financial  Institutions  Reform, 
Recovery  and  Enforcement  Act  of  1989  (FIRREA),  coimionly  known  as  the  savings  and  loan  bailout  law.  This  report 
is  not  widely  circulated  to  the  media  by  the  fed. 


14.  American  Bankers  Association,  Retail  Banking  Report.  American  Bankers  Association,  Washington,  DC,  1988- 
1991 

15.  Board  of  Governors  of  the  Federal  Reserve  System,   Functional  Cost  Analysis:   Cemmercial  Banks.   Federal 
Reserve  Board,  Washington,   DC,    1988-1991 

16.  Kantrow,  Tvette  0.,  "Deposits  at  300  Largest  Banks  Barely  Inched  Ahead  in  1992,"  American  Banker.  March 
25,    1993,   pp.   1,13. 
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Consumer  Federation  of  America 


BOUNCED  CHECKS:  BILLION  DOLLAR  PROFITS' 


According  to  a  new  analysis  by  CFA,  banks  are  making  huge  profits 
on  bounced  checks.  Based  on  industry  data  provided  to  the  American 
Bankers  Association  (ABA) ,  banks  collect  billions  of  dollars 
annually  from  fees  levied  against  consumers  for  bounced  checks  and 
incur  relatively  small  expenses. 

FINDINGS 

CFA  estimates  that  commercial  banks  collected  over  S4.35  billion 
dollars  in  1992  from  bounced  check  fees.  In  contrast,  CFA's 
analysis  reveals  that  banks  total  expense  for  bounced  checks, 
including  administrative  costs  and  losses,  was  only  $685  million^ 
in  1992.  Thus,  the  commercial  banking  industry  made  S3. 67  billion 
dollars  in  profits  from  bounced  checks  during  1992. 

On  the  basis  of  the  ABA's  numbers,  CFA's  analysis  shows  that  bank 
losses  were  as  low  as  1.90%  of  revenue  from  bounced  checks  at 
smaller  institutions  under  $300  million  in  assets.  At  mid-sized 
banks  between  $300-$900  million  in  size,  losses  were  only  2.60%  of 
revenue.  And,  at  large  banks  over  $1  billion  in  size,  losses  from 
bounced  checks  totaled  2.70%  of  revenue. 

Large  banks  marked-up  bounced  checks  some  971%  over  costs,  mid- 
sized banks,  469%,  and  small  banks  marked-up  the  cost  of  bounced 
checks  315%. 

The  analysis  shows  that  small  banks  had  net  income',  on  average, 
of  $121,407  from  bounced  checks.  Mid-sized  banks  had  net  income,  on 
average,  of  $498,722  from  bounced  checks.  And,  large  banks  in 


'■  This  report  was  prepared  by  Chris  Lewis,  Director  of  Banking 
and  Housing  Policy,  Consumer  Federation  of  America,  and  Janice  C. 
Shields,  Ph.D.,  Professor  of  Accounting,  Bloomsburg  University. 

^  Total  expenses  include  $581  million  in  bounced  check 
processing  costs  and  losses  of  $104  million,  which  includes  $76 
million  in  fraud  losses. 

'  Net  income  =  revenue  -  [administrative  costs  +  bounced  check 
losses] 

1 
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excess  of  $1  billion  in  size  reaped,  on  average,  $5,458,714  from 
bounced  checks  in  1992. 


Bank  Assets 

<$300  million 

$300-$999 
million 

>$1  billion 

Per  Bank  Net 
Income  from 
Bounced  Checks 

$       121,407 

$       498,722 

$     5,458,714 

Number  of 
Banks 

10,437 

649 

380 

Total  Net 
Income  from 
Bounced  Checks 

$1,267,124,800 

$   323,670,570 

$2,074,311,300 

BANK  ENCOURAGEMENT  OF  BOUNCED  CHECK  INCOME 

Bank  customers  are  increasingly  ensnared  in  bounced  check  fees  as 
a  consequence  of  how  banks  choose  to  process  consumer  checks.  Says 
one  industry  consultant  who  recommends  that  banks  hike  their  fees 
on  bounced  checks,  "NSF  fees  are  a  source  of  income  that's  yours 
for  the  taking."* 

CFA  has  uncovered  a  niimber  of  traps  banks  have  devised  to  rack  up 
bounced  check  fees.  Industry  schemes  to  create  bounced  check  income 
include: 

1)  Processing  a  customers  largest  check(s)  first  on  any 
given  day. 

Clearing  the  largest  check  first  depletes  a  consumers' 
account  quickest,  permitting  a  bank  to  charge  bounced 
check  fees  for  all  other  checks  processed  that  day.  Said 
one  banker  at  a  recent  American  Bankers  Association 
National  Fee  Income  Producing  Conference,  "if  someone  has 
$200  in  the  account  and  writes  checks  for  $5,  $10,  and 
for  $300,  the  largest  one  clears  first  and  is  treated  as 
an  overdraft.  All  three  then  become  overdrafts  and  we 
earn  $22  a  piece.  Since  we  started  clearing  the  largest 
first,  our  income  in  our  small  bank  has  gone  up  over 
$80,000  a  year!"' 


♦  Haberfeld,  Ralph  Savings  Institutions.  March  1991,  p.  34, 
'  American  Banker.  April  14,  1993,  p.  4. 
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2)  Charging  higher  bounced  check  fees  —  up  to  twice  as 
much  —  on  "free"  or  no-frills  checking  accounts. 

Consumers  who  choose  "free"  accounts  may  think  that  they 
are  getting  a  better  deal  until  they  bounce  a  check.  It 
costs  no  more  for  a  bank  to  process  bad  checks  on  no- 
frills  accounts  than  on  regular  checking  accounts. 

3)  Assessing  a  fee  for  each  day  an  account  remains 
overdrawn  —  even  on  weekends  when  the  bank  is  closed  and 
would  not  have  recorded  a  deposit  made  by  the  customer. 

ADVICE  FOR  CONSUMERS 

CFA  makes  a  number  of  recommendations  to  consumers  to  avoid  getting 
trapped  in  the  blizzard  of  bounced  check  fees: 

1)  Be  careful  not  to  write  checks  before  your  bank  has 
credited  your  deposits.  If  you  balance  your  checkbook 
just  one  month  a  year,  December  is  the  best  month  to  do 
so. 

2 )  Ask  your  bank  to  waive  bounced  check  fees , 
particularly  if  you  overdrew  your  account  inadvertently. 
Our  data  show  that  small  and  mid-sized  banks  are  more 
likely  to  waive  bounced  check  fees  than  large  banks. 

3)  Consider  obtaining  overdraft  protection,  if  your  bank 
offers  it  and  if  you  can  qualify.  But,  beware  that 
overdraft  lines  of  credit  can  be  very  expensive. 

4)  Beware  of  hidden  price  hikes  in  your  December  account 
statement.  Read  the  statement  carefully.  Consultants 
advise  banks  to  raise  fees  in  December  because  consumers 
are  less  likely  to  notice  in  the  hectic  holiday  period. 

5)  Finally,  shop  around  for  a  different  bank  if  you  feel 
that  your  bank  has  gotten  the  better  of  you.  Overdraft 
fees  and  checking  account  costs  can  vary  significantly 
from  bank  to  bank.  Or,  consider  joining  a  credit  union 
where  fees  are  generally  lower.  Call  800-358-5710  to 
inquire  about  joining  a  credit  union. 

BANK  FEE  TRENDS 

Exorbitant  bounced  check  fees  are  symptomatic  of  a  larger  trend 
toward  increased  fee-based  consumer  banking.  According  to  the 
Federal  Deposit  Insurance  Corporation*,  aggregate  service  charge 


*  FDIC:  A  Statistical  History  of  the  United  States  Banking 
Industry:  1934-1992,  p.  70. 
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income  on  consumer  accounts  at  commercial  banks  has  increased  from 
$10.3  billion  in  1989  to  $14  billion  in  1992  —  a  35%  increase  in 
3  short  years.  These  bank  fee  increases  vastly  outstrip  inflation 
and  increases  in  bank  costs  many  times  over. 

The  rise  in  fees  and  the  increasing  complexity  of  the  fee  system 
have  created  a  burdensome  and  expensive  banking  system  that  places 
huge  costs  on  middle  class  consumers  and  often  prices  lower-income 
consumers  right  out  of  the  federally-supported  banking  market. 

Recent  judicial  decisions  have  underscored  the  excessive  profit- 
taking  by  the  banking  industry  on  deposit  account  services.  See 
California  Grocers  Association  v.  Bank  of  America.  NT&SA.  Calif 
Super  Ct  (Alameda  Co.1  where  the  court  ordered  Bof A  to  cut  in  half 
the  charges  to  customers  who  deposited  checks  that  bounced.  The 
judge  ruled  that  a  73.4%  mark-up  was  too  high. 

Banks  are  raising  fees  at  the  same  time  that  they  are  making 
significant  overall  profits.  Over  the  last  two  years,  the  banking 
industry  has  earned  record  profits  —  some  $32  billion  in  1992  and 
an  expected  $40  billion  or  more  in  1993.  These  dramatic  income 
gains  have  been  fueled  by  wide  interest  spreads  on  what  banks  pay 
consumers  for  deposits  and  the  cost  of  credit,  and  by  increasing 
fee  based  sources  of  income,  including  charges  to  consumers  for 
deposit  account  services. 

METHODOLOGY 

All  data  for  this  report,  except  the  administrative  costs  of  a 
bounced  check,  were  obtained  from  the  American  Bankers 
Association's  1993  Retail  Banking  Report  which  includes  1992 
industry  data.  The  administrative  costs  of  processing  a  bounced 
check  —  $1.32  —  was  obtained  from  the  Bank  Administration 
Institute's  1992  Check  Processing  Survey. 

The  number  of  checks  cashed  per  year  per  bank  was  calculated  by 
multiplying  the  average  number  of  accounts  times  the  number  of 
checks  cashed  per  year.  The  number  of  checks  cashed  per  year  was 
multiplied  by  the  percentage  of  checks  that  bounce  to  determine  the 
number  of  bounced  checks  per  year  per  bank.  Costs  to  the  bank  of 
bounced  checks  included  the  number  of  bounced  checks  per  year  times 
the  administrative  costs  per  bounced  check,  plus  the  total  bad 
check  losses.  Bounced  check  revenue  per  bank  was  obtained  from 
ABA'S  report.  Total  revenue  and  costs  were  determined  by 
multiplying  the  number  of  banks  times  the  revenues  and  costs.  Mark- 
ups were  calculated  using  a  "cost-plus"  formula  which  involved 
subtracting  the  costs  from  the  revenue,  then  dividing  by  the  costs. 
Total  costs  of  bad  checks  would  have  been  $22.57  million  less  had 
recoveries  of  losses  been  deducted  from  costs. 
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Consumer  Federation  of  America 


ATMs:  HIGH-TECH  CASH  COWS' 


Banks  are  making  huge  profits  on  ATM  trainsactions,  according  to  a 
new  analysis  by  the  Consumer  Federation  of  America  (CFA) .  Based 
on  industry  data  provided  by  the  American  Bankers  Association 
(ABA)  ,  the  Nilson  Report  and  Bank  Network  News,  banks  collect 
billions  of  dollars  in  ATM  transaction  fees,  while  saving 
billions  of  dollars  in  teller  costs. 


ATM  PROFITABILITY  AND  FEE  REVENUE 

CFA  estimates  that  ATM  transactions  generated  over  $2.55  billion 
in  fee  revenue,  while  saving  banks  $2.34  billion  in  teller  costs 
in  1993.  The  cost  of  the  ATM  transactions  was  $2.90 
billion.  Thus,  almost  $2  billion  in  profits  were  created  from 
ATMs  alone . 

In  other  words,  more  thsm  $.78  in  profits  was  generated  for  every 
$1  collected  from  consumers  for  ATM  services  [$2  billion/$2 . 55 
billion  =  $.7843] .   The  cost  of  operating  ATMs  was  only  59%  of 
revenue  and  savincs  [$2.90  billion/ ($2 . 55  billion  +  $2.34 
billion)  =  59%]  . 

An  individual  consumer  paying  fees  for  the  average  6 . 7'  ATM 
transactions  per  month  creates  $37  in  annual  profits^  for  the 
bank.  Further,  because  average  account  balances  of  ATM  users  are 
$300-$600  higher  than  non-ATM  users'*,  the  bank  is  able  to  reap 
an  additional  $33  in  interest  revenue  (at  the  prime  rate) .  The 
net  annual  benefit  to  the  bank  is  therefore  at  least  $70  per 
customer. 


'  This  report  was  prepared  by  Chris  Lewis,  Director  of 
Banking  and  Housing  Policy,  Consumer  Federation  of  America,  and 
Janice  Shields,  Ph.D.,  while  Associate  Professor  of  Accounting, 
Bloomsburg  University,  Bloomsburg,  PA. 

*  Nilson  Report.  August  1992,  p.  1,4. 

'  Profits=  Fee  Revenue  +  Cost  Savings  -  Bank's  ATM  Costs 

'  According  to  bank  consultants  Carmody  and  Bloom  of 
Woodcliff  Lakes,  New  Jersey,  the  average  withdrawal  at  an  ATM  is 
vastly  smaller  than  the  average  teller  window  transaction. 

1424  16th  street,  N.W.,  Suite  604   •^^Washington,  D.C.  20036  •  (202)  387-6121 
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ATM  FEES  RISE  AS  BANKS'  COSTS  FALL 

In  1989,  only  66.1^   of  banks  charged  fees  for  "off -us"' 
withdrawals.  By  1992,  that  percentage  had  risen  to  82.3%.*  CFA 
and  U.S.  PIRG  reported  in  June,  1993,  that  "off-us"  ATM  fees  had 
increased  37%  from  1990  to  1993,  more  than  three  times  the 
inflation  rate.  According  to  the  American  Banker,  the  industry's 
trade  newspaper,  "the  fact  that  ATM  transaction  fees  are  rising 
indicates  that  an  increasing  number  of  institutions  are  warming 
to  the  idea  of  profiting  from  their  electronic  banking 
devices . "' 

Meanwhile,  according  to  Bank  Network  News,  the  average  monthly 
cost  of  maintaining  an  ATM  declined  4.3%  from  1991  to  1993.'  For 
the  last  two  decades,  switch  fees  and  related  networ.k  fees  have 
fallen,  driven  by  greater  economies  achieved  by  increased 
consumer  use  of  debit  cards,  and  technological  improvements  have 
lowered  telecommunication  costs.'  Some  ATM  networks  have  even 
begun  to  offer  rebates  or  fee  waivers  to  their  depository 
institution  members.  ATM  losses,  such  as  consumer  fraud,  are 
minimal .  ^° 

The  purchase  price  of  a  new  machine  is  allocated  to  each  ATM 
transaction  through  the  depreciation  expense.  Bank  consultants 
Carmody  and  Bloom  estimate  that  monthly  depreciation  is  $820.67 
per  machine.  According  to  Bank  Rate  Monitor,  the  average  number 
of  monthly  transactions  per  ATM  in  1993  was  6,772,  making  the 
machine  expense  only  12*  per  transaction. 


^  "Off-us"  transactions  occur  when  an  accoiont  holder  uses 
another  bank's  ATM. 

*  Retail  Banking  Report.  American  Bankers  Association, 
Washington,  D.C.,  1993. 

'  Barthel,  Matt,  "ATM  Fees  Still  Rising,  Study  by  ABA 
Confirms,"  American  Banker,  December  30,  1992. 

'  "Banks  TaJce  a  Knife  to  Their  ATM  Costs,"  Bank  Network 
News,  September  27,  1993,  pp.  1,  6-7. 

'  "Mergers  Force  Networks  to  Take  a  Knife  to  Fees,"  Bank 
Network  News.  April  12,  1993,  p.  1,  6  and  "Banks  Take  a  Knife  to 
Their  ATM  Costs",  Bank  Network  News.  September  27,  1993,  p.  1,  6. 

"  ABA  reports  in  their  1993  Retail  Banking  Report,  that  ATM 
losses,  such  as  consumer  fraud,  were  only  .07%  of  fees  from 
deposit  services  for  large  banks  (assets  2  $1000  million),  .06% 
of  fees  for  medium-sized  banks  (assets  $300-999  million) ,  and 
.18%  of  fees  for  small  banks  (assets  <  $300  million) . 
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Additional  savings  for  banks  accrue  when  the  teller  staff  is 
reduced  and  existing  or  planned  branches  are  replaced  with  ATMs. 
In  1992,  the  ABA  estimated  that  22,000  teller  positions  had  been 
eliminated  during  the  previous  three  years,  with  more  reductions 
expected.-^   From  December  1991  to  December  1992,  1,659  new 
branches  were  opened  for  business  and  2,454  branches  were 
discontinued."  During  the  same  period,  an  additional  3,785  ATMs 
were  installed. ^^ 


BANKS  PROMOTE  ATM  USE  TO  BOOST  THEIR  BOTTOM  LINES 

Bankers  attempt  to  justify  their  fees  by  highlighting  the 
convenience  and  value  of  ATMs  to  consumers.   However,  CFA  has 
uncovered  a  number  of  industry  practices  that  create  neither,  but 
instead  serve  simply  to  inflate  bank  profits. 

1)  Charge    £or   Teller  TrcUisactions . 

ATM  transactions  generate  significant  cost  savings  by 
reducing  the  number  of  teller  transactions,  in  addition 
to  creating  fee  and  interest  revenue.  Some  banks  have 
charged  customers  $1  for  withdrawing  or  depositing 
money  at  the  teller  window  instead  of  using  the  ATM." 
Others,  like  Bank  of  America,  have  introduced  no-teller 
accounts  that   automatically  trigger  an  additional 
monthly  fee  of  $4.00  if  a  consumer  approaches  a  live 
human  teller  even  once  instead  of  an  ATM. 

2)  Select  ATM  Locations  to  Serve  Non-customers. 

Consultants  recommend  that  banks  select  locations  for 
their  ATMs  based  on  the  potential  for  transactions  by 
non-accountholders,  with  only  secondary  consideration 
given  to  serving  their  own  customers. 

Non-customer  transactions  generate  significant 
interchange  revenue  for  the  bank  that  owns  the  machine. 
The  cost  to  a  bank  of  "off -us"  transactions  is  67% 


^^  Barthel,  Matt,  "ATM  Growth  Puts  a  Lid  on  Branch  Costs, 
American  Banker,  December  7,  1992. 

"  Federal  Deposit  Insurance  Corporation:  Statistics  on 
Banking:  A  Statistical  Profile  of  the  U.S.  Banking  Industry, 
Washington,  DC,  1993. 

"  Bank  Network  News.  November  25,  1993,  p.  2. 

"  Barthel,  Matt,  "UJB  Considering  Fees  for  Teller 
Transactions",  American  Banker.  March  3,  1993. 
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higher  than  an  "on-us"  transaction.  But,  the  fees 
generated  from  an  "off-us"  transaction  are  300%  higher 
than  those  from  an  "on-us"  transaction. 

3 )  Offer  Free  ATM  Transactions  Until  the  Customers  Are 
Hooked,  Then  Begin  to  Charge  Fees . 

Jack  Whittle,  chairperson  of  the  Chicago-based  bank 
consultant  firm.  Whittle  and  Hanks,  recommends  that  "if 
you're  going  to  charge  for  a  service  like  ATMs..., 
don't  do  it  right  away.   Wait  a  year  or  two  until  the 
customer  is  accustomed  to  it  and  depends  on  it."^^ 

According  to  Bank  Network  News,  over  the  past  two 
decades,  ATMs  have  become  such  an  integral  part  of 
consumers'  lifestyles  that  institutions  are  finding 
that  higher  fees  are  not  resulting  in  lower  volumes." 
However,  studies  of  consumer  attitudes  show  a 
significant  growth  during  the  last  two  years  in  the 
number  of  consumers  who  believe  they're  paying  too  much 
to  use  ATMs  .  *' 

4)  Charge  Annual  or  Monthly  Fees,  Rather  Than 
Tramsaction  Fees,  to  Encourage  Use  of  ATMs.^° 

According  to  the  Federal  Reser/e  Board,  only  5.8%  of  banks 
assessed  an  annual  ATM  fee  in  1990;  by  1992,  that  percentage 
had  jumped  to  19.5%.   The  median  fee  was  $10.00. 

At  least  one  bank  has  introduced  a  monthly  ATM  fee  of 
99  cents.   This  fractional  pricing,  which  is  a 
retailing  gimmick  used  by  a  growing  number  of  financial 
institutions,  is  designed  to  maJce  unnecessarily  high 
fees  more  acceptable  to  customers . 


"  Nadler,  Paul  S.,  "Customers  Accept  Higher  Fees  When  Banks 
Use  a  Little  Finesse,"  American  Banker,  April  14,  1993,  p.  4. 

"  A  similar  strategy  has  been  recommended  for  the 
introduction  of  debit  (POS)  cards.  Financial  institutions  have 
foxind  that  they  can  assess  amnual  fees  of  up  $6   to  $20,  once  the 
beuikers  have  decided  that  the  time  is  ripe  to  charge. 

"  "Users  Get  Fed  Up  With  ATM  Fees,"  Bank  Network  News,  July 
26,  1993,  pp.  1,  4-5. 

^'  Per- transaction  fees  encourage  consumers  to  limit  the 
use  of  the  card  if  they  have  to  pay  each  time,  and  to  elect 
instead  to  go  to  a  teller. 
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5)  Introduce  Additional  Types  of  ATM  Fees. 

Network  surcharges,  fees  assessed  in  addition  to 
"off-US"  charges  for  accessing  funds  through  national 
networks,  are  rapidly  spreading.   Banks  with  ATMs  at 
casinos,  race  tracks,  ski  resorts,  and  restaurants  on 
turnpikes  have  been  able  to  augment  their  income  with 
surcharges  as  high  as  $5.00  per  transaction. 

Other  new  ATM  fees  include  dormant  ATM  card  fees,  for 
customers  who  don't  use  their  cards  often  enough,  and 
fees  for  rejected  transactions,  empty  deposit 
envelopes,  and  deposit  errors.  Banks  also  assess 
charges  for  ATM  overdrafts,  ATM  closings/cancellations, 
PIN  reissuance,  and  card  issuance/replacement.  Banks 
are  considering  "enhancements,"  such  as  charging  for 
ATM-provided  account  statements  (that  are  currently 
sent  free  to  accountholders) ,  as  additional  sources  of 
fee  revenue  from  ATMs . 


RECOMMENDATIONS  FOR  CONSUMERS 

According  to  the  Nilscn  Report.  ATM  transactions  per  active  card 
user  will  rise  to  7.9  per  month  by  the  year  2000. 

CFA  makes  a  number  of  recommendations  to  consumers  who  want  to 
avoid  being  overcharged  for  bank  cost  saving  ATM  use. 

1)  Use  your  own  bank's  ATM  whenever  possible.   Only 
11.7%  of  bajiks  charge  on-us  fees,  while  82.3%  assess 
off -us  fees.  The  average  on-us  fee  is  only  $.25, 
compared  to  the  $.95  to  $1.10  average  off -us  fees 
charged. 

2)  If  you  must  use  another  bank's  ATM  regularly, 
withdraw  larger  amounts  of  money,  thereby  reducing  the 
number  of  times  that  you  are  charged  a  fee.   Fees  are 
assessed  per  transaction,  regardless  of  the  amoiont  of 
money  involved. 

3)  Analyze  your  ATM  use  and  shop  for  the  bank  that 
offers  the  best  overall  deal.  Be  sure  to  consider 
monthly  account  fees  cuid  per  check  charges,  in  addition 
to  ATM  fees  and  free  transactions. 

4)  For  depositors,  use  the  night  deposit  box,  rather 

than  the  ATM. 

5)  If  convenient,  consider  banking  the  old  fashion  way 
--  use  a  teller. 
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BANK  FEE  TRENDS 

Commercial  banks  earned  a  record  $43.4  billion  in  profits  in 
1993,  a  36%  increase  over  Che  previous  record  of  $32  billion  set 
in  1992.  Median  bank  CEO  compensation  for  1992  was  a  healthy 
$749,000. 

Contributing  to  the  record  profits  and  compensation  is  the 
growing  reliance  of  the  banking  industry  on  fee-based  sources  of 
income,  particularly  fees  for  retail  deposit  ser-zices .  From  1988 
through  1992^-',  bank  income  from  service  fees  on  deposit 
accounts  grew  48%,  even  though  deposits  rose  only  11%.   Service 
charges  on  deposits  as  a  percentage  of  total  assets  increased 
steadily  from  1989  to  1993  at  all  banks,  regardless  of  size. 

On  the  21st  of  April  of  this  year,  the  Department  of  Justice 
filed  suit  against  the  largest  regional  ATM  network  in  the 
country.  Electronic  Payment  Services  Inc.  (EPS),  for 
anticompetitive  practices.  The  suit  charged  the  operator  of  the 
MAC  network,  which  handles  transactions  for  more  than  27  million 
consumers  at  13,000  ATM  machines,  with  price-fixing  monopolistic 
practices.  News  reports  at  that  time  suggested  that  MAC  customers 
were  over-charged  more  than  $100  million  for  ATM  services  as  a 
result  of  EPS's  anticompetitive  practices. 

The  ATM  revenue  that  banks  generate,  despite  the  substantial  cost 
savings  that  the  technology  creates  for  depository  institutions, 
is  a  prime  example  of  runaway  charges  for  the  provision  of  retail 
deposit  services  by  publicly- insured  financial  institutions.  ATM 
technology  provides  consumers  with  ready  access  to  their  own 
money  and  a  convenient  means  to  deposit  additional  ftuids  into 
their  bank,  allowing  their  financial  institution  to  generate  the 
current,  near  record,  interest  spread.  It  is  clear,  however,  that 
the  cost  efficiencies  of  this  technology  have  not  trickled-down 
to  consumers . 

METHODOLOGY 

In  1993,  the  annual  U.S.  ATM  volume  was  7. 70S  billion 
transactions,  according  to  Bank  Network  News .  The  Retail  Banking 
Report  of  the  American  Bankers  Association  for  1992  and  1993 
reports  that  62%  of  transactions  are  made  by  customers  on  their 
own  bank's  machines  and  38%  are  made  on  other  banks'  machines. 
According  to  ABA,  11.7%  of  banks  charge  for  on-us  withdrawals  amd 
the  median  fee  is  $.25.  The  ABA  reports  that  82.3%  of  banks 
assess  a  fee  for  off -us  withdrawals  and  the  median  fee  is  $1.00. 
(According  to  the  Board  of  Governors  of  the  Federal  Reserve, 


^'  Federal  Deposit  Insuramce  Corporation  A  Statistical 
History  of  the  United  States  Banking  Industry.  Washington,  DC, 
1992. 
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withdrawals  constitute  more  than  75%  of  ATM  transactions.) 

The  ATM  transaction  fee  revenue  was  calculated  by  multiplying  the 
annual  ATM  transaction  volume  at  banks  assessing  a  fee  times  the 
median  fee  charged.   The  cost  to  the  bank  of  on-us  and  off -us  ATM 
transactions  was  calculated  by  multiplying  the  most  recent  ABA 
costs  per  ATM  transaction  times  the  number  of  on-us  and  off -us 
transactions . 

According  to  the  Nilson  Report.  (August  1992) ,  ATM  cardholders 
use  ATM  machines  on  average  6.7  times  per  month.  The  University 
of  Michigan's  Survey  of  Consumer  Attitudes,  reports  that  families 
owning  ATM  cards  make  3.694  more  cash  withdrawals  per  month  than 
families  without  cards.  Thus,  1.8138  teller  transactions  are 
avoided  for  every  6.7  ATM  transactions  [6.7/3.694] .  Or,  in  the 
aggregate,  2.086  billion  fewer  teller  transactions  were  conducted 
as  a  result  of  ATM  use  in  1993  [7705(1.8138/6.7)].  The  cost 
savings  were  determined  by  multiplying  the  reduction  in  teller 
transactions  by  ABA's  average  cost  per  teller  transaction  of 
$1.12. 
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